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THE THEORY OF INTERNATIONAL VALUES 


SUMMARY 


The problem of reciprocal demand, 582.— Advantage of variety of 
exports, 586.— Gains of large and small countries, 589.— Influence of 
demand for foreign products, 595.— Elasticity of demand, 600; of 
supply, 607. — The case of India, 610. — Long-run and short-run fac- 
tors, 612. — Conclusion, 616. 


In an article published in this Journal nearly a decade 
ago' I attempted, with respect to the determination of inter- 
national values, to develop certain principles which deviated 
rather widely from generally accepted doctrine. The article 
received a generous appreciation in Professor J. W. Angell’s 
invaluable Theory of International Prices.2 To Professor 
Angell, however, my argument seemed to turn primarily on 
the question of relative benefits from foreign trade. In this 
opinion I cannot concur. The very heart of the article was, 
in fact, a demonstration that the terms of international ex- 
change are established not in the way posited by the neoclas- 
sical school but through the play of indirect, or “linked,” 
competition,’ on the basis of opportunity cost. It was at that 
time my impression that the orthodox theory was, in its es- 
sence, fallacious and should be discarded, tho I did not then 

1. “The Theory of International Values Reéxamined,” Quarterly 
Journal of Economics, xxxviii, 54-86. 

2. Harvard Economic Studies, vol. xxviii. 

3. I am indebted for the phrase to a former student and colleague 
of mine, Professor C. R. Whittlesey of Princeton University. See his 
article, “Foreign Investment and the Terms of Trade,” Quarterly 
Journal of Economics, xlvi, 460-63. 

581 











582 QUARTERLY JOURNAL OF ECONOMICS 


express myself in terms nearly so emphatic. The general 
outlines of an alternative, and I believe better, theory, having 
been set forth in the article cited, need not here be repeated. 
I propose at the present writing rather to bring out more fully 
certain inconsistencies and contradictions in the neoclassical 
approach and to expose what I conceive to be the vital 
defects of the orthodox doctrines.‘ 

The accepted theory of international values turns on 
reciprocal national demand for foreign products and its cen- 
tral error lies in the assumption that, following lines of an 
assumedly fixed comparative advantage, a given group of 
commodities forms the “ natural’ exports of any one country 
and another group its “natural” imports. The fact is, how- 
ever, that the line of comparative advantage for any country 
is a moving line and that, within all but the widest possible 
limits, commodities may pass from the category of exports 
of any given country to that of imports, or vice versa, and, 
a fortiori, may simply cease to be exported or imported.® 
‘The line of comparative advantage, moreover, and therefore 
the composition of the export and import lists of any country, 
shifts in response to changes in the terms of trade, that is to 
say, to changes in international values. It is, in consequence, 
impossible to determine international values on the premise 
of a fixed composition of export and import schedules of the 
several countries reciprocally concerned. In taking this 
premise the neoclassical writers’ are, in fact, implicitly 

4. The present discussion is to some extent inspired by an interest- 
ing article by Otto Frhr. von Mering in the April 1931 issue of Archiv 
fiir Sozialwissenschaft und Sozialpolitik on ‘Ist die Theorie der inter- 
nationalen Werte widerlegt.”’ The article in question is an ostensible 
defence of the orthodox theory and an attack on my own position. In 
many respects, however, von Mering concedes the validity of my argu- 
ment and, if he would so permit, I should be glad to welcome him as a 
colleague in the reformulation of the theory of international values. 

5. This fact which, in regrettable ignorance, I thought I had been 
the first to emphasize, was fully developed nearly three quarters of a 
century ago by J. C. E. von Mangoldt in his Grundriss der Volkswirt- 
schaftslehre. 

6. The expression is used to cover writers in the classical tradition 


beginning with John Stuart Mill. The orthodox theory of international 
values goes back no farther than Mill. 
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assuming the very ratio of interchange of products which 
they are trying to discover, since the premise can be valid 
only on the supposition of some definite ratio of interchange. 
This defect in logic not only completely vitiates the general 
theory of international values which they set up, but it also 
renders useless for this, tho not for another, purpose, the 
whole geometrical and algebraic supplement to the theory 
which reached its apogee, perhaps, in the work of Marshall. 

We could conceive of a national demand schedule for a 
single imported commodity and, possibly, as Edgeworth sug- 
gests,’ for an “ideal” article typical of the total volume of 
import or export trade, provided the composition of this ideal 
article were not constantly changing. But since the latter 
condition must, in fact, be the case, our intellects are not 
equal to the task we would impose upon them, nor would 
their indefinite improvement enable us to see verisimilitude 
in what is essential error. The same criticism as applies to 
Edgeworth’s “‘ideal”’ article can be brought against Marshall’s 
“representative bales” of exports which are supposed to 
embody uniform aggregate investments of a country’s labor 
(of various qualities) and of her capital. It must be obvious | 
that reciprocal demand is for individual commodities and 
not for any such uniform aggregate of labor and capital as a 
unit of the consolidated commodities concerned may incor- 
porate, and that to construct demand schedules for repre- 
sentative bales the physical composition of which is inevitably 
changing as we move along the schedules, with commodities 
even shifting from one demand schedule to its reciprocal, is 
not only to build imaginary bricks with imaginary clay but 
also to commit the worse fault of assuming a homogeneity 
in the bricks which, tho a logical necessity for the construc- 
tion of the demand schedules in question, is at the same time 
a logical impossibility. 

The character (urgency, elasticity, and the like) of recip- 
rocal national demand schedules for foreign products is, as 
I shall later attempt to show, of almost no importance in 


7. Papers Relating to Political Economy, Macmillan & Co., Ltd., 
London, 1925, vol. ii, p. 58. 
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{determining long-run ratios of interchange of products (inter- 
‘national values), but to the neoclassical writers it appeared 
to be vital. Strong contributing factors to what I conceive 
to be their erring approach were (1) the assumption made by 
J.S. Mill, “for the sake of simplicity,” of international trade 
carried on between two countries only and in but two com- 
modities, and (2) Mill’s dictum, too slavishly accepted by 
his followers, that trade among any number of countries, 
and in any number of commodities, must take place on the 
same essential principles as trade between two countries and 
in two commodities. If this dictum were true the orthodox 
theory could, I think, successfully defy criticism. But it is 
not true. Not only does the assumption of trade between 
two countries only, and in but two commodities, imply a 
monopoly element in national reciprocal demand schedules 
which might result in terms of trade very different from those 
which tend to be established under competitive conditions, 
but, since each of two trading countries dealing with each 
other in two commodities only would be exporting that com- 
modity in which its comparative cost of production was 
lowest, and importing that in which it was highest, there is 
no possibility that either would cease altogether to send out 
its peculiar export, or to draw in its peculiar import, no 
matter what the movement of the terms of trade, within the 
broad limits of comparative advantage thus established, 
might be. As soon as a third country, however, or a third 
‘commodity, appears in the trading situation, the actual 
terms of trade will be a factor determining comparative ad- 
vantage for all the countries involved and a sufficiently wide 
movement in the terms of trade (still, of course, within the 
greatest limits set by comparative costs) will, where two 
commodities only but three countries are concerned, reverse 
the export and import articles of that one of the three coun- 
tries which is in the intermediate position as regards com- 
parative advantage, or, where two countries only but three 
commodities are concerned, will shift one of the three com- 
modities from the export to the import list of one of the 
countries and so, of course, from the import to the export 
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list of the other. Equilibrium will, in either case, be reached 
at international values quite other than those which would 
prevail were the supply of goods to foreign markets, of any 
and all countries, persistently made up of units of homoge- 
neous composition, or were no shift of any commodity from 
the export to the import category of any country possible. 
The more countries and the more commodities introduced 
into the trading situation the smaller will be the movement 
in the terms of trade which will bring, for the first time, any 
given export into the supply schedule of some one of the 
countries involved, or any given import, for the first time, 
into the demand schedule of some other, or shift an article 
hitherto exported, or imported, by any given country, into 
the opposite trade category. Each of these changes, conse- 
quent upon but a slight movement in the terms of trade, will 
set limits on a further movement in the ratio and when, as 
is the case in the actual world, there are a large number of 
countries trading in an immense variety of commodities, the 
long-run equilibrium terms of trade will be held in a rather 
rigid straight-jacket. In a given state and employment of 
the industrial arts in the various countries concerned, the 
long-run equilibrium terms of trade can, indeed, as a whole, 
scarcely deviate at all from the single position which will 
bring equilibrium.* Further than this, international values 
8. This conclusion could be drawn even from the illustrations used 
in my former article where only four countries and three commodities 
were posited. I have since worked out some cases involving as many as 
ten countries and ten commodities. The possible range of terms of 
trade in a given economic environment then becomes very small. (Long- 
run terms only are here in question.) Anyone who cares to experimen, 
with such data will quickly convince himself that, in a given state and\ 
employment of the industrial arts in the various countries concerned, 
wide long-run changes in the terms of a varied trade are quite out of 
the question and that there is only one possible equilibrium set of ratios. \ 
This is true, regardless of tariffs, unless these be extended so greatly 
as practically to throttle all foreign trade and so to change materially 
the preéxisting employment of the industrial arts. In order that addi- 
tional payments be made by one country to others some movement in 
the terms of trade is, of course, essential, but it is most unlikely, and 


unnecessary, that it should be large, unless such country has been 
specializing very narrowly in exports not produced by other countries. 
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(terms of trade), being actually established by indirect or 
linked competition between all the countries trading in world 
markets, any movement in those values arising out of changes 
in the employment of the industrial arts in one or more coun- 
tries, in workers’ relative skill, or in some other such way, 
will so shift comparative advantages, and the composition of 
the export and import lists of the several countries involved, 
as to bring about a new equilibrium on the basis of the new 
form of linked competition. The preéxisting or present 
“urgency” or elasticity of reciprocal demand schedules will 
be an inoperative, or wholly insignificant, factor in the 
situation. 

In order to develop more fully the differences between the 
orthodox theory and that which I essayed in my article of 
1923 I shall first deal with a number of the corollaries, ex- 
plicit in the orthodox presentation, which von Mering, in 
the article already cited, has elected to defend against my 
former rather casual objections, and I shall then go to the 
central thesis, of the nature and influence of reciprocal demand 
schedules, by which the orthodox theory must stand or fall. 
The corollaries, of course, are all more or less dependent upon 
this central thesis. 

The first of such corollaries to which I would direct atten- 
tion is contained in the assertion that a variety of exports is 
a cause of favorable terms of trade. This corollary issues 
directly from the orthodox views on the influence of demand 
schedules, since it is assumed that a variety of exports means 
a strong foreign demand for home products relative to the 
home demand for foreign products and, therefore, a rather 
good exchange ratio for the country in question. Such a 
\variety of exports, however, is, in my judgment, an effect of 
\unfavorable rather than a cause of favorable terms of trade. 

In his defence of the orthodox doctrine von Mering points 
out that, if a country has a variety of products which, in a 
given situation, are just below the margin of export, it will 
possess a safeguard against any great worsening (for it) of 
the existing terms of trade. This is true and I had already 
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expressly recognized the fact.° But this by no means war- 
rants the conclusion that a variety of exports, as such, makes 
for a favorable ratio. The fact is that a movement of the| 
terms of trade of any given country away from the ratio most | 
favorable to it will increase the number of its exports and/ 
diminish the number of its imports. It may, in certain cases, 
take but a small adverse movement of the terms of trade to 
bring in a number of new exports, or exclude a number of 
old imports, sufficient to establish equilibrium. But in other 
cases it may take a rather heavy adverse movement to do so. 
A multiplicity of exports in any given case may therefore 
mean, either that many commodities have become exportable 
before the terms of trade had moved very far away from the 
most favorable possible position for the country in question, 
or that the terms of trade had moved so far away from that 
position as to bring a large number of commodities into the 
export list. Every new commodity which enters the export 
list will, of course, exert its influence in checking the adverse 
movement in the terms, but one might as well say that the 
large number of buyers who come into the market when the 
price of any commodity falls far is the cause of the high (?) 
price at which that commodity is selling as that a large 
number of exports is the cause of the favorable (?) ratio at_ 
which they are being exchanged. It is true that a multi- 
plicity of exports prevents the ratio of interchange from being 
as bad as it might otherwise be, but it does not, per se, make 
it good. 

The most favorable possible terms of trade for a given 
country could be attained only when exports were confined 
to a single commodity. The least favorable terms possible, 
on the other hand, would surely obtain when the export list 
comprised all but one of the articles consumed. The larger 
the number of exports of any given country relative to the 
total number of commodities consumed in that country, the 
more certain, therefore, is it that the terms of trade are 
tending toward the side unfavorable to it. A wide variety 


9. The Theory of International Values Reéxamined, loc. cit., p. 63, 
note 8. 
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of exports from any given country is thus always evidence 
‘that the terms are worse for it than they would be if, under 
| the same conditions of production, the export list were more 
‘limited. Similarly a narrow list of exports is always evidence 
that the terms are better for the country concerned than they 
would be if, under the same conditions of production, the 
number of exports were larger. The statement that a variety 
of exports is a cause of favorable terms can scarcely be recon- 
ciled with these facts. 

It cannot be denied that a concentration of potential 
exports about the optimum ratio for any country will prevent 
the ratio of interchange from becoming very unfavorable to 
that country, at least until the list of its exports is extended 
beyond the range of this concentrated group. It is, however, 
not the variety of actually existing exports, but this con- 
centration of commodities about the upper rung of the scale 
of comparative cost (as against an even dispersion or a con- 
centration at the lower end), which has any causal force 
whatever in making the terms of trade favorable for the 
country concerned. The greater the concentration of poten- 
tial exports about this upper rung the greater, of course, is 
the assurance that the terms of trade will, on the whole, be 
favorable, whether or not the existing export list is wide. 
But even here a narrow list of exports will mean more fa- 
vorable terms than will a wide one. The less the concentra- 
tion of potential exports about the upper rung of the scale 
of comparative cost, on the other hand, the more likely are 
the terms of trade to be unfavorable,' tho here again a small 
number of exports will mean more favorable terms than will 
a varied list. It is indeed true that a great variety of exports 
may not only coincide with fairly favorable as well as with 
unfavorable terms but also that, tho the most favorable 
terms possible can be secured only when the export list is 


1. The terms of trade for such a country might shift from the favor- 
able ratio which it would obtain when its export list was very limited 
to a quite unfavorable ratio, without bringing any great change in the 
general scheme of international values. The only goods which would 
be much affected would be those few in the export of which such coun- 
try had formerly been concentrating to the exclusion of other countries. 
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highly limited, a limited list is no guarantee that the terms 
will, in fact, be favorable. But these modifications are very 
far from lending any real support to the view that a variety 
of exports and favorable terms of trade go hand in hand. 

It is, of course, futile to attempt sharply to distinguish 
cause and effect in cases of interaction. If it be granted, how- 
ever, that the variety of exports from any country tends to 
be increased by an adverse movement in the terms of trade, 
and that, tho every increase in the number of exports acts 
to prevent a further fall in the ratio, the tendency is quickly 
counteracted (not eliminated) only in the exceptional case 
of a concentration of exports about the upper end of the 
scale of existing comparative advantage, we shall not be 
likely to follow the orthodox school in associating a variety 
of exports with favorable terms of trade. We shall rather 
hold to the contrary view, knowing, however, that according 
to circumstances both a varied and a narrow list of exports 
may coincide with favorable or with unfavorable terms. Of 
any given country with a varied export list we can hold both 
that, under a given set of conditions of production, the terms 
will be less favorable than they would be if the export list 
were more limited, and that, if productive conditions were 
different, the terms might be worse than they are owing to 
the failure of a multiplicity of exports to develop and thus 
set so early a check upon an adverse movement in the ratio. 

The second of the explicit corollaries of the orthodox 
theory to which I would refer is that which is concerned with 
the relative gains of large and small countries in international 
trade. On the basis of ratios of interchange derived from 
hypothetical trading situations selected at random I had 
stated, in my former article, that there is no scientific founda- 
tion for the orthodox view that small countries, as a result 
of the respective strengths of reciprocal national demand, 
tend to secure, as against large ones, the greater portion of 
such gains. To this contention von Mering properly objects 
that one cannot determine the existence of a tendency from 
arbitrary, even if random, sampling, and that all that my 
examples prove is that small countries do not necessarily 
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secure the larger proportional gain from international trade. 
He asserts with truth that the existence or non-existence of 
the tendency in question can be demonstrated only by per- 
mitting the assumed size of one of the countries to vary while 
all else remains the same. Supplementing in a systematic 
manner, but with one essential logical defect, the examples 
I had developed, he reaches the conclusion that the asper- 
sions which I had thrown on the dictum that small countries 
tend to get the lion’s share of the gains from international 
trade are unwarranted, and that the orthodox view is right. 
I had, in my original article, conceded some validity to this 
view in my statement that ‘the scintilla of truth in the idea 
lies in the fact that a small country may be able to specialize 
exclusively on a single commodity in which it possesses a 
very great comparative advantage and obtain all its imports 
through the export of this one commodity.’ It is clear that 
if a country is, in hypothetical illustrations, allowed to become 
all but infinitesimally small, this possibility is always open. 
It would normally then give up the production of many of 
the commodities it had formerly been exporting and would 
secure them, as imports, on better terms than it had formerly 
been able to produce them for itself. On the other hand, as 
a country grows in size it will approach nearer and nearer 
to the scope of a world state. At a point just before such a 
hypothetical state had engrossed the whole world it could 
obviously not be obtaining any great gains from international 
trade, since the terms on which all goods (including that or 
those of the small state still outside its orbit) would be 
exchanged against one another could not possibly be much 
different from those which would prevail were its trade 
purely domestic. Every increase in the size of a trading unit, 
through a process of annexation, would tend to bring internal 
cost of production ratios nearer to the ratios of exchange which 
had prevailed in the world at large before the increase in the 
size of the given state had occurred (and would still prevail), 
and so to make any gain from international trade impossible. 
| From this it follows that the tendency of any political unit 


2. The Theory of International Values Reéxamined, loc. cit., p. 83. 
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to secure the larger formal share of the gains from interna- 
tional trade must vary inversely with size. The larger coun- 
tries will obtain in domestic exchanges many of the advan- 
tages which international trade gives to the smaller. If a 
country, without any change in the volume, or direction, or 
terms, of trade should grow larger by annexation of another 
state, or should become smaller by scission, it would there- 
fore tend respectively to suffer a loss, or register a gain, in 
its international trade, merely by reason of the fact that a 
converse movement would have taken place in its domestic 
trade. The terms on which international trade was being 
carried on would have formally moved in one direction or the 
other, but there would have been no real loss or gain to any- 
one. So far as conditions of this sort are operative it is some- 
what misleading, therefore, tho it is formally correct, to say 
that small countries tend to secure the greater part of the 
gains from international trade. 

A favorable formal ratio for any one country, moreover, 
frequently issues out of the fact that the country in question 
would be extremely inefficient in the production of the goods 
it imports. Suppose that such a country, small and inefficient, 
were wiped out. It might well happen that this would not 
affect at all the world price ratios between the goods it had 
formerly exported and those it had imported. One could, 
however, say that, while the small country was in existence, 
the other countries of the world were trading with it on terms 
very unfavorable to them and that, when it had disappeared, 
the trade of no country was carried on at quite so unfavorable 
a ratio against the world in general as it had formerly been. 
The favorable formal ratio at which small countries tend to 
carry on their foreign trade is often due to considerations of 
this character. When this is the case the unfavorable ratio 
obtained by larger countries, as against these smaller countries 
only, is a matter of no consequence to such larger countries. 
The significant thing for any given country is not the ratio 
as against any single foreign political unit (said ratio being 
determined by the relative powers of the foreign unit in the 
production of the commodities exchanged as much as by its 
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own) but the ratio against the foreign world in general. It 
is an error to suppose, because a small country trades with 
a large one on what are to the small country very favorable 
terms, that the larger land is carrying on its foreign trade 
at a ratio which leans toward the unfavorable side. As 
against third countries, with which it presumably trades in 
identical commodities on exactly the same terms as with the 
designated small country, it may be securing the major share 
of the gains. The error lies in taking different bases of com- 
parison. In the one case the basis of comparison covers a 
large part or the whole of the international trade of the (small) 
country concerned, and therefore gives a good picture of the 
advantage of the trade to that country. In the other case 
the basis of comparison covers only a very small part of 
the total international trade of the (large) country, even in 
a single commodity, and therefore gives a very distorted 
picture of the relative advantage to the large country of its 
total foreign trade even in the single commodity the supply 
of which it obtains in part from the small country above 
considered. 

It is not, however, with such merely formal but with real 
shifts in the ratio that von Mering, in his criticism of my 
position, is chiefly concerned. In developing his alleged vindi- 
cation of the orthodox view, nevertheless, he violates his own 
condition of ceteris paribus, and his argument, in consequence, 
is wholly without validity. For, in varying the size of the 
country with which he is experimenting, he always changes, 
both absolutely and relatively to other commodities, the total 
world supply of the commodities in which that country spe- 
cializes. Now every increase or diminution in the world 
supply of any commodity, or group of commodities, all other 
factors remaining as before, will of course effect a respectively 
adverse or favorable alteration in the ratios at which the 
given commodity, or group of commodities, will exchange 
against other articles.. Under these conditions von Mering 

3. The demand for these commodities, as well as the supply, will, 


it is true, inevitably change with a change in the size of any one nation, 
no other alteration having taken place. This is true because the given 
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has naturally no difficulty in showing, prima facie, that the 
size of a country and the favorableness of its trade ratio are 
negatively correlated. But really to prove the point one must 
show that a variation in size alone, everything else except the 
inevitable accompaniments of such a variation being kept 
unchanged, will be negatively correlated with favorable terms 
of trade. To do this one should again take the case of a coun- 
try becoming smaller by scission, or larger by consolidation 
with other countries. Let us deal with these cases in order. 
If a country should become smaller by scission, both of the 
severed parts continuing to produce, in the same volume as 
they had formerly done, all of the commodities which had 
been produced in the original unit,‘ there would be no change 
in the terms on which either of the severed parts would trade 
with the outside world. Similarly, a large country trading 
freely with a number of small ones would, if the small coun- 
tries should be consolidated into a single political unit, obtain 
no better ratio of interchange than before from the mere fact 
that it happened to be dealing with a large country instead 
of a number of small ones.’ The same result would follow if, 
when the size, and supply of commodities, of any given 
country showed a change, the size, and supply of commodi- 
ties, of one or a group of other countries producing similar 
articles were altered in equal degree in the opposite direction. 
All these would be changes in the absolute and relative size 
of the several trading countries, all else remaining so far as 
possible as before, and they are much nearer the essential 
conditions for the test in question than are von Mering’s 
nation will now consume a different absolute amount of its own products. 
But it follows, from the fact of specialization in production, that its 
demand for its own products will not increase or decrease proportion- 
ately with their supply. Supply factors will, therefore, be dominant. 

4. This would occur if neither of the parts had had any comparative 
advantage with respect to the other. 

5. It should be noted, however, that the newly consolidated state 
might secure a worse ratio on its international trade than had any of 
its several parts on their international trade while they had remained 
independent nations. Much of the gains from international trade would 
simply have been transferred to the domestic account. This is an illus- 


tration of a formal (but not a real) adverse movement in the trade 
ratio to which attention has already been drawn. 
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assumptions. Since such changes in relative size of the trad- 
ing countries would not alter the terms on which any of them 
traded, this, I submit, is evidence that size, per se, whatever 
its influence in determining the character of reciprocal de- 
mand schedules, is not a factor in the distribution of the real 


\ gains from trade. My illustrations taken at random there- 


fore gave a valid result, tho it is true that they might not 
have done so and that, to make the conclusion irrefutable, it 
would be necessary systematically to change the assumed size 
of any given country, all else remaining in statu quo ante. If 
this were done the effect on the ratios of interchange of prod- 
ucts would be absolutely nil. 

The actual gains from international trade, of large and 
small countries alike, depend entirely upon how closely the 
ratios, in any given country, of cost of production of all the 
commodities involved on either export or import side would, 
assuming the production of all of them in the country in 
question, correspond with the ratios actually established in 
the play of international linked competition. Small countries 
simply contribute, and draw from, a general pool of products 
which are exchanged against one another on the basis of the 
total reciprocal supply (demand) and not on the supply from 
any particular source. The alleged tendency for small coun- 
tries to secure the larger real gains from international trade 
is therefore non-existent. If a small country happens to be 
a microcosm, in which the real costs of production of all 
commodities reflect with approximate accuracy the exchange 
relationships between the various commodities in the world 
at large, it will gain little from international trade. On the 
other hand, a large country, such as Germany or Russia, may 
export manufactured commodities in exchange for raw mater- 
ials and foodstuffs, or raw materials and foodstuffs in ex- 
change for manufactures, on terms which are very greatly 
more favorable to it than those which would prevail if it had 
no international trade. Such countries are big gainers from 
the international exchange of products. A Jack-of-all-trades 
gains little by trading while specialists gain much. Whether 
the Jack-of-all-trades is big or little is irrelevant. 
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The question whether the terms on which rich countries 
carry on international trade tend to lean toward the side 
unfavorable to them, as the neoclassical writers maintained 
was the fact, is, in the main, a special case of the question of 
size; and since size has practically no causal effect on the 
terms of trade, neither has richness. It should be pointed out, 
however, that a country may be rich not so much because it 
is highly productive as because it exchanges its goods against 
foreign products on very favorable terms. If the favorable 
ratio were the cause of the riches, it would obviously be 
untenable to assert that the riches were causal with respect 
to the ratio, and that, in addition, they tended to make it 
unfavorable.® 

The third explicit corollary of the orthodox theory with 
which I should like to deal (in some respects allied to that 
which has just been considered) is that which correlates with 
a sort of combination of volume and “urgency” of a country’s 
demand for foreign products a tendency toward a rate of 
interchange of products unfavorable to that country.’ It is 


6. A case in point arises in connection with Professor Taussig’s 
discussion of the trade between Great Britain and India in his Inter- 
national Trade (New York, The Macmillan Company, 1928). On 
page 18 of that book he says that the key to the apportionment of 
advantage in international trade is found in the money incomes of 
the people of the exchanging countries. Since money incomes are very 
high in Great Britain, relatively to money incomes in India, he draws 
the conclusion that the terms of the trade between the two countries 
are very favorable to Great Britain. (This is more specifically stated 
on page 157.) Developing the idea farther he remarks that it is ‘‘con- 
ceivable that money incomes in the two regions should be the same, and 
the gain thus shared equally.” I must respectfully dissent from the 
views that equal money incomes in Great Britain and India would fur- 
nish any evidence that the gains from the trade between the two coun- 
tries were being shared equally, that the actual relative incomes provide 
any criterion of the actual division of the gains of the trade, or that 
there is any proportionate connection between relative money incomes 
and the ratio of interchange of products. But I am now concerned 
merely to point out that Professor Taussig here regards the relative 
riches of Great Britain as an effect of favorable terms and presumably 
abandons the orthodox notion that it will be a cause of unfavorable 
terms. 

7. I had not touched on this topic in the article which von Mering 
criticizes, but he develops independently the thesis that urgency of 
demand (in the sense that the products concerned are essentials as 
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true that if the volume of demand of any country for foreign 
products is very great relative to the total foreign demand for 
its own products (tho how this could be measured except in 
the ratio of interchange of products, which is the quaesitum, 
I cannot see), the terms on which such country would trade 
with the outside world would, in form at least, be rather 
unfavorable to it. But the absolute volume of its demand is of 
almost no significance. One could not say offhand whether 
such absolutely large demand for foreign products as the 
United States, for example, exerts, is or is not large relative 
to the total demand of all foreign countries for United States’ 
products; and one could not, therefore, infer that the abso- 
lutely large demand of the United States for foreign products 
would render even the formal terms of trade unfavorable to 
that country. Still less, it is true, could one say of a country 
exchanging wheat for, let us say, silk that the terms of trade 
would be likely to lie toward the side favorable to that 
country, on the allegation that the demand for wheat is 
more “urgent” than that for silk.* 

The concept of international demand has quite generally 
been formulated with great looseness. There is, for instance, 
no real substance in Mill’s statement (as quoted and approved 
by Marshall) that the countries which carry on their trade 
on the most advantageous terms are those whose commodities 
are most in demand by foreign countries and which have 
themselves the least demand for foreign commodities. One 
cannot think of demand apart from price (terms of trade), 
and Marshall seems here to have fallen into the error of 
approving a method of price analysis which he had repudiated 
when he set up his general equilibrium concept of value. At 
against more or less dispensable articles) has no general tendency to 
produce unfavorable terms of trade but that it is the volume and elas- 
ticity of demand which is important. I agree with him about “urgency” 
but must take issue with his treatment of volume and elasticity. 

8. The matter of elasticity of demand, which has some bearing here, 
is reserved for later treatment. All that need now be said is that the 
demand for necessities is likely to be less elastic than that for luxuries. 
An inelastic demand for foreign commodities, however, is quite as likely 


to make the terms of trade favorable to the demander as the reverse. 
(See pp. 600 et seq.) 
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any given moment, and at any given price, demand cannot 
be said to be either strong or weak. If it is demand, and not 
merely desire, it is a willingness to buy a certain quantity of 
the commodity in question at a certain price. Demand, at 
any given price, is therefore a type of quality, like that of a 
vacuum, which does not admit of being more or less. Either 
it is there or it is not; it cannot be there in greater or less 
degree. It is true that, at a certain ratio of interchange be- 
tween two products, the amount demanded of one of them 
may be more than the amount which will be supplied at that 
ratio. The ratio will then move. In this sense of demand, 
we may say that, at the original ratio, demand is strong. 
Similarly, at a different ratio, it would be weak. No demand 
is urgent or weak throughout its course. It is, therefore, quite 
as justifiable to say that the ratio determines the respective 
strength of reciprocal demands as that the respective strength 
of the reciprocal demands determines the ratio. It is conse- 
quently impossible to explain the ratio in this way. A general 
equilibrium concept of demand, supply, and price is, never- 
theless, applicable to international as to all other values, and 
it is rather to the notion that national productive units are 
not affected by withdrawals from or entry into enterprises as 
international value relationships change — a notion implied 
in a fixed composition of the export and import lists of any 
country regardless of terms of trade — that I most strenu- 
ously object. Even on their own chosen ground, however, 
the neoclassical economists have failed to make a clear case, 
and I should like to call attention to further inconsistencies 
in Marshall’s standard exposition of the neoclassical posi- 
tion. These inconsistencies, deriving from Mill, to whom 
Marshall remained persistently loyal, are perhaps not neces- 
sarily due to what I believe to be the fundamental fallacy 
of the orthodox theory, but they are very closely associated 
with it. 

In directing my sling at Marshall I cannot but feel much 
more diffident than the boy David appears to have felt when 
he went to meet Goliath; for however great the stature of the 

- Biblical giant, his works were clearly evil, whereas Marshall’s | 














\598 > QUARTERLY JOURNAL OF ECONOMICS 


rank high among the great intellectual contributions of our 
time. Marshall’s most comprehensive treatment of inter- 
national values, in his Money, Credit and Commerce,’ is, 
indeed, much below the standard of his original, privately 
printed, pamphlet on the subject.'! For this very reason one 
should turn rather from the book to the pamphlet. The latter, 
however, Marshall himself described as embodying but an 
adjunct to his general theory. For the theory itself we are, 
in consequence, compelled to go to Money, Credit and Com- 
merce. Such criticism as that theory here evokes can, how- 
ever, be made with some assurance of fairness when it is 
remembered that what seem to me to be basic errors are 
either duplicated in the original pamphlet (and in Appendix J 
to Money, Credit and Commerce) or are precluded in the 
pamphlet by the fact that Marshall’s premises are not neces- 
sarily relevant to the supplementary treatment there given. 

Marshall says that “there are great differences in char- 
acter between the demand of. . . an advanced country and 
a backward one... Thus, the rich country has less real 
benefit from the [international] trade than the poor one, for 
just the same reason that, when a rich man makes a fair 
exchange with a poor one, giving a thing that is worth a 
pound for another that is worth a pound, the real serviceable- 
ness to the rich man of what he receives is not likely to be 
nearly as great as the real serviceableness to the poor man of 
that which is exchanged for it.”? This passage occurs in 
the chapter on “Elasticity of a Country’s Demand for Im- 
ports” and seems to imply that the urgency of demand of the 
rich country would be relatively weak (Marshall apparently 

9. London, Macmillan & Co., Ltd., 1923. 

1. Money, Credit and Commerce, tho for the most part written many 
years earlier, was rushed into print in the concluding years of Marshall’s 
life and has obvious imperfections which Marshall, in his more vigorous 
years, would presumably have eliminated. It is impossible to distin- 
guish mere slips, however, from lapses which are due to erroneous 
premises in Marshall’s logic, and it seems best to present the case from 
the only comprehensive text available. Any specific lapse may be 
merely a case of Jupiter nodding, but the whole treatment can, I think, 


be designated only in terms of rather deep slumber. 
2. Money, Credit and Commerce, p. 168. 
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assuming that demand at a given exchange ratio admits of 
gradations) and the terms on which it trades, therefore, pre- 
sumably good. On the next page, however, Marshall cites 
with approval Mill’s dictum, already referred to, that the 
richest countries tend to gain the least from foreign com- 
merce since, having a greater demand for commodities gen- 
erally, they are likely to have a greater [stronger?]* demand 
for foreign commodities, and thus to modify the terms of 
interchange to their own disadvantage. With the apparent 
intention of supporting this latter proposition he then ad- 
vances the view that because a small country depends on 
foreign supplies for many things which a country with more 
varied resources can produce for herself, her (the small coun- 
try’s) demand for foreign goods is therefore very eager 
[strong?] while the large and rich country can attract foreign 
purchases (that is to say, can increase the demand of foreign 
consumers for such country’s goods) by a great variety of 
goods offered for sale. On Marshall’s own principles, this 
would improve the terms on which the large country would 
carry on its trade. Finally, Marshall says that the statement 
just made needs to be balanced by others which make for the 
opposite conclusion. His prior conclusion from these appar- 
ently contradictory arguments he does not state, but that it 
is that large and rich countries tend to have an unfavorable 
ratio would seem to follow from the sequel which asserts that 
large and rich countries have opportunities for developing 
new products of which the sale abroad would operate to 
improve the terms on which their total trade is carried on 
(and so to counteract what would otherwise be an unfavor- 
able rate of interchange of products). 

In this matter we must, of course, distinguish carefully 
between demand, desire, the amount demanded, and demand 
schedules. Nor should we fail to use the marginal analysis. 
Urgency of desire, for instance, and here also, if one likes, 
of “demand,” is purely a matter of the relationship between 
the existing supply and the amount which would be demanded 
at some price (‘‘cost of production,” perhaps) which is taken 


3. The expressions in brackets are my own interpolations. 
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as a standard. It is but very loosely tied up with specific 
products. If supply is short, the marginal unit of, let us say, 
wheat may be very urgently desired (demanded), but if 
wheat exists in plenty the marginal unit may scarcely be 
desired (demanded) at all. There thus seems to be no reason 
for such common allegations as that the position of the agri- 
cultural United States, as against industrialized Europe, was, 
in the past, persistently favorable.‘ It is here that elasticity 
of demand schedules might be of some significance. But the 
significance is not what it is often supposed to be. An inelastic 
demand schedule, such as Europe was assumed to have had 
for American agricultural products, does not tend to be asso- 
ciated in any consistent way with either favorable or unfa- 
vorable terms of trade. On the contrary it is characteristic of 
an inelastic demand schedule that the terms of trade will, 
according to circumstances, vary widely, now veering strongly 
toward the favorable and now toward the unfavorable side. 
An elastic demand schedule, in turn, has no tendency to fur- 
nish either a favorable or unfavorable ratio in international 
trade, but at whatever ratio the terms tend to settle it limits 
their fluctuations, more especially as against other countries 
with similarly elastic demand schedules. 

It is on this matter of elasticity of international demand 
schedules that the orthodox theory of international values 
essentially rests, and I shall now turn from the consideration 
of corollaries of the theory to a discussion of its core. It will 
still be convenient to deal with the problem in Marshall’s 
exposition, and here again it will be well first to clear up some 
obscurities (which are again not, I think, inherent in the 
orthodox theory) before the assault on the main position is 
undertaken. Marshall first says that “the elasticity of a 
country’s demand for imports may be measured by the pro- 
portionate increase in that demand, which results from any 
movement in her favor of the terms on which she can obtain 


4. It is conceivable (not, in my judgment, probable) that the pro- 
tective system markedly improved the terms of trade for the United 
States, but it does not seem possible that the alleged “urgency” of 
demand for American exports could have had any persistent influence 
in that direction. 
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them.’® Conversely, presumably, elasticity of a country’s 
demand for imports may be measured by the proportionate 
decrease in the demand which results from any movement 
against her of the terms on which she can obtain them. Dis- 
regarding, for the moment ,the implied and impossible assump- 
tion of a homogeneous national demand for imports (supply 
of exports) regardless of movements in the terms of trade, we 
may tentatively accept these definitions without further 
objection. In a hypothetical trading situation between two 
countries E and G, Marshall then asserts of the case in which 
there has been a considerable increase in E’s demand for G’s 
goods (movement of E’s demand schedule to the right?), 
unaccompanied by any corresponding increase on the part 
of G, that “in every possible combination of a large, medium, 
or small elasticity on the part of E’s demand,* with a large, 
medium, or small elasticity on the part of G’s demand, one 
general rule holds. The more elastic the demand of either 
country, the elasticity of demand of the other being given, 
the larger will be the volumes both of her exports and of her 
imports; but the more also will her exports be enlarged rela- 
tively to her imports; or, in other words, the less favorable 
to her will be the terms of trade.””? I have done my best to 
read this perhaps ambiguous passage in such a way as to 
make it valid. I have, however, had no success. While valid 
for G,* the rule will certainly not hold for E. The more elastic 
the demand of E, the demand of G being given, the smaller 
will be the volume of E’s imports and exports,° and the less 
will her exports be enlarged relatively to her imports. E’s 

5. Money, Credit and Commerce, p. 167. 

6. In this, and all similar cases, ‘‘demand’”’ obviously means “de- 
mand schedule.” 

7. Money, Credit and Commerce, p. 178. Italics mine. 

8. The terms of trade will, of course, move in G’s favor, but the 
movement will be less favorable when G’s demand schedule is elastic 
than when it is inelastic. Marshall’s phrase would have been somewhat 
better if he had said ‘the less favorable to her will be the movement 
in terms of trade,’’ rather than “the less favorable to her will be the 
terms of trade.” 

9. As compared, of course, with what they would be if E’s demand 


were inelastic, not with what they had been before the change in E’s 
demand schedule. 
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demand having increased (shift of the demand schedule to 
the right), and the terms of trade having consequently moved 
against E, E will, on Marshall’s very definition of elasticity, 
take a quantity of imports which will vary in inverse relation- 
ship with the elasticity of her demand schedule. E’s exports, 
as well as her imports, will be smaller in volume when her 
demand schedule (for imports) shows an elastic trend than 
they would be if it were inelastic, both because, her imports 
being smaller in volume, fewer exports will, on this account, 
be required in payment, and also because the terms of trade 
will not be so adverse as they would be were her demand 
inelastic. The terms of trade will, of course, have moved 
against E, but they will certainly not carry as far in that 
direction if her demand for G’s goods is elastic as they would 
were it inelastic. 

Continuing his analysis of trade between E and G, Marshall 
a few pages later asserts of the case in which E levies a tax 
either on her imports or exports (thus diminishing, at the old 
rate of interchange, E’s demand for G’s goods, or the supply 
of her own goods to G) and so moves the terms of trade in 
her favor, that “in every possible combination of a large, 
medium, or small elasticity on the part of E’s demand, with 
a large, medium, or small elasticity on the part of G’s demand, 
one general rule holds. The more elastic the demand of either 
country, the elasticity of the demand of the other being given, 
the smaller will be the volumes of her exports and her imports: 
and the more will her exports be diminished relatively to her 
imports; that is the more favorable will be the rate of inter- 
change to her.’ In the circumstances cited, this rule is again 
valid for G but again does not hold for E, and the criticism 
which has just been applied to the opposite situation holds, 
mutatis mutandis, for this also. 

Still holding to the orthodox assumption that the composi- 
tion of demand schedules does not change with a shift in the 
terms of trade (a valid assumption for short-run phenomena 
tho it is impossible for longer periods) we might then modify 
Marshall’s dicta as follows: 

1. Money, Credit and Commerce, p. 185. Italics mine. 
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In every possible combination of a large, medium, or small elasticity 
of demand on the part of one country for the goods of another with a 
large, medium, or small elasticity of demand on the part of the second 
country for the goods of the first, some general rules hold. The elasticity 
of demand of any country for the products of another (the elasticity of 
the reciprocal demand of the other being given) will find a direct correla-/ 
tion in the volume of her exports and of her imports, and in the ratio 
of her exports to her imports, in all cases in which her (schedule) demand } 
decreases relatively to the (schedule) demand in the contrary direction,/ 
Conversely, the elasticity of demand of any country for the products of 
another (the elasticity of thereciprocal demand of the other being given) 
will find an inverse correlation in the volume of her exports and of her 
imports, and in the ratio of her exports to her imports, in all cases in 
which her (schedule) demand increases relatively to the (schedule) 
demand in the contrary direction. 


It is, of course, true that, whatever the demand schedule 
of any country may be, the immediate and ulterior effects of 
an expansion of its demand for foreign products will be sub- 
stantially the opposite of those of a relative contraction. 
But when its demand schedule for foreign products is elastic, 
the effect both of a relative increase and of a relative decrease 
in its (schedule) demand (an immediate unfavorable or fa- 
vorable movement respectively in the trade ratio) will be 
quickly checked. When, for instance, under an elastic demand 
schedule, the (schedule) demand of a country for foreign 
products has increased relative to (schedule) demand in the 
opposite direction (relative movement of the demand schedule 
of the first country to the right) the immediate unfavorable 
movement in the ratio of interchange will tend to contract 
the volume of imports sharply and the (unfavorable) move- 
ment in the ratio of interchange will not go far. So too, on 
the same assumption of an elastic demand schedule, when the 
(schedule) demand of a country for foreign products has 
diminished relative to (schedule) demand in the opposite 
direction, the immediate movement in the ratio of inter- 
change will tend to expand imports sharply, and here again 
the (favorable) movement in the ratio of interchange will not 
go far. 

On the other hand, when a country’s demand schedule for 
foreign products is inelastic, the effect both of a relative 
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increase and of a relative decrease in its (schedule) demand 
(again an immediate unfavorable or favorable movement re- 
spectively in the ratio) will be greatly accelerated. When, for 
instance, under an inelastic demand schedule, the (schedule) 
demand of a country for foreign products has increased rela- 
tive to (schedule) demand in the opposite direction, the imme- 
diate unfavorable movement in the ratio of interchange will 
not tend to contract the volume of imports very much, and 
the (unfavorable) movement in the terms of trade would, on 
the assumptions of orthodox theory, proceed indefinitely 
(unless the volume of preéxisting exports could be rapidly 
expanded at some ratio near that formerly prevailing, which 
will depend on the counter elasticity or inelasticity of demand 
in other countries), until one extreme of the possible ratio of 
interchange is reached. So too, on the same assumption of 
an inelastic demand schedule, when the (schedule) demand 
of a country for foreign products has diminished relative to 
(schedule) demand in the opposite direction, the immediate 
favorable movement in the rate of interchange will not tend 
to expand the volume of imports very much, and the (favor- 
able) movement in the terms of trade would proceed indefi- 
nitely (unless the volume of preéxisting exports were rapidly 
contracted at some ratio near that formerly prevailing, which 
will depend again on the counter elasticity or inelasticity of 
demand in other countries), until the other extreme of the 
possible ratio of interchange is attained. 

With an elastic demand schedule, movements in the ratio 
of interchange of products are thus self-limiting but, with an 
inelastic demand schedule, they would be self-accelerating. 
Terms would, therefore, tend to be most stable when the 
countries vis-d-vis in international trade had reciprocally 
elastic demand schedules while they would tend to fluctuate 
most wildly when reciprocal demand schedules were inelastic. 
If both demand schedules were elastic, movements in the 
terms of trade must necessarily be small; if one demand 
schedule were elastic and the other inelastic, movements in 
the terms of trade would tend to be of medium proportions; 
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if both demand schedules were inelastic, movements in the 
terms of trade would tend to be large. 

Wherever an inelastic demand schedule for foreign products 
exists, it would therefore seem possible, if the orthodox theory 
of international values be accepted, to effect with comparative 
ease a very great shift in the terms of trade, unless those terms 
are already at one or the other extreme of the possible ratios 
of interchange. Even then it might be possible to shift the 
terms to the opposite extreme. A relative increase in the 
demand of a country with an inelastic demand schedule 
might be brought into being, for instance, through the levy 
of, or increase in, tariffs imposed by other countries upon the 
import of goods from the country in question. The terms of 
trade would then move strongly from any previously exist- 
ing favorable position of equilibrium toward the extreme 
most unfavorable to that country. On the other hand, a 
reduction of tariff barriers in the outside world, or even the 
imposition of a tariff by the country with the inelastic demand 
schedule,? would lead to a strong movement of the terms of 
trade from any previously existing unfavorable position of 
equilibrium toward the extreme most favorable to that 
country. 

From this it will be evident that, on the principles of the, 
orthodox theory, any existing equilibrium must be highly 
unstable wherever an inelastic demand is present. A small 
variation in the terms of trade, arising from any cause, will 
evoke a further movement in those terms which will tend to 
carry to one or the other of the limits of the possible ratios 
of interchange, according as the original movement was or 
was not favorable to the country with the inelastic demand 
schedule. In such circumstances one wonders just how such 
a Humpty-Dumpty as an intermediate ratio could ever have 
got up on the wall at all, and what could have kept him there 
up to the time that he eventually topples to one side or the 


2. Such a tariff would diminish the national demand for foreign 
products somewhat. This would lead to more favorable terms. But 
the better terms would not proportionately increase the country’s con- 
sumption of foreign products and the favorable movement in the terms 
would thus tend to continue. 
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other. It is, in fact, logically inevitable, on the premises of 
orthodox theory, that, should any country have an inelastic 
demand schedule, the terms of trade would tend to settle at 
one or the other (one could not say which) of the extremes of 
the possible ratio of interchange of its products for those of 
foreign countries. If the reader will refer to Mill’s treatment 
of the topic, he will find that Mill here found himself on the 
horns of a dilemma. His reasoning led him to the conclusion 
just stated; but as it did not, in fact, seem that countries 
actually carried on their international trade on this basis, he 
was led to search for some principle which would establish 
equilibrium somewhere between the extremes of the ratio. 
The ‘Equation of International Demand” which Mill first 
advanced as a solution of his problem was no solution at all. 
To say that “the produce of a country exchanges for the 
produce of other countries at such values as are required in 
order that the whole of her exports may exactly pay for the 
whole of her imports’ is a mere truism. For, at whatever 
values the exports exchange for imports, the whole of the 
exports will exactly pay for the whole of the imports. It is 
hard to know how else the imports could be obtained. The 
“‘Equation,”’ moreover, under an inelastic demand schedule, 
would in any event be attained only at one of the extremes 
of the ratio. Mill’s elaborate attempt to improve, in a later 
edition, this first halting effort at establishing the principle 
determinative of the rate of interchange, and to bring any- 
thing approaching exactitude into his treatment, breaks down 
completely. Marshall recognized this, but his sense of reality 
also would not permit him to drive his logic to the point 
where Mill had balked. He therefore says that, while his 
| chapter on elasticity of international demand seems needed 
in order to develop the study of international trade in the 
abstract, it has not much bearing on pressing practical prob- 
lems since, as he asserts, the demand of no significant country 
\for its imports, as a whole, is very inelastic.‘ 
3. Principles of Political Economy, Book III, Ch. XVIII, §4. 


4. Marshall, indeed, was disposed to regard his whole process of 
reasoning on elasticity and inelasticity of demand schedules as an intel- 
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This assertion of Marshall’s is not only unproven but 
seems to be contrary to fact. Reciprocal demand and recip- 
rocal supply are, of course, the same thing, but it will be well 
here to direct attention to supply, since from this angle the 
facts will appear more clearly to the reader. It frequently 
occurs that the supply of a given product, from all countries 
which specialize therein, is, for considerable periods at any / 
rate, very inelastic. This is markedly true of some agricul-/ 
tural commodities. If, as often happens, the demand for such 
products is also inelastic, the terms on which countries spe- 
cializing in such products carry on trade with the outside 
world may fluctuate so widely as to induce the most extreme 
vicissitudes in the prosperity of those countries. Tho the 
demand for sugar is perhaps not particularly inelastic, the 
supply seems to be; and since an inelastic supply represents 
a relatively inelastic demand for foreign products on the part 
of countries specializing in sugar, we have seen Cuban raw 
sugar in bond, in a little more than a decade, fall from twenty 
cents to less than one cent a pound in the New York market. 
Cuba has, in consequence, passed from a stage of high pros- 
perity to destitution. This very striking case is paralleled in 
about the same degree in the case of rubber from British 
Malaya, and, in much lesser degree, in that of other agri- 
cultural products from Canada, Australia, Argentina, Russia, 
and other countries. 

The present exchange ratios between the exports and 
imports of such countries are probably but short-time mal- 
adjustment phenomena which transcend, in some cases at 
any rate, the limits of ratios of interchange as determined by 
conditions of comparative cost. They cannot, therefore, pre- 
sent a stable equilibrium. But the terms of trade will not, 
lectual toy, interesting, but far removed from the realm of practicality. 
For the purpose to which it was applied, viz., the determination of 
long-run ratios of interchange, it was, I am convinced, not only a toy 
but also tawdry. For short-run ratios, however, (for the period, that is, 
during which reciprocal supply is being adjusted to changed terms of 
trade) it was far from being a toy but was, and remains, of importance 


in the world of practical affairs as well as in that of mental abstractions. 
To this matter more detailed attention will presently be given. 
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as Marshall asserts, shift back to less extreme ratios because 
the demand of any large country for a given range of products 
is “normally” elastic. It is here that the accepted theory of 
international values irremediably breaks down. The solution 
of the problem involves the complete abandonment of that 
theory with its unreal, and indeed impossible, trappings of 
“ideal” commodities, or “representative bales” of exports 
_and imports, and its reliance on the allegedly elastic character 
of reciprocal demand schedules. A direct attack on its basic 
postulates will proceed from the position that, with any large 
movement in the terms of trade, certain products will eventu- 
ally be shifted from the export to the import list of some of 
the countries to which the movement in the terms is unfavor- 
able, and will be replaced in the domestic production of such 
countries by other commodities, formerly imported, which 
it will now pay to produce at home, either fully or for a larger 
proportion of consumption than hitherto. Certain of these 
former imports may even enter the export lists of such 
countries. Either movement would be effective, in some 
degree, in preventing any strong permanent shift in the ratio 
of interchange, even if only two countries were involved in 
international trade, provided they were trading in more than 
two products. But it is always effective, and in a shorter 
interval, in the world as it is where many countries are in 
commercial contact with one another. Through the force of 
linked competition, any shift in the terms at which one inter- 
nationally traded product exchanges for another, no change 
having taken place in relative real costs of production, will, 
within a not very extended period, thus tend to be well-nigh 
completely counteracted regardless of the elasticity of the 
demand (supply) schedules of any given country, or countries, 
specializing in the commodities in question. To take a spe- 
cific example, such as wheat, it may well be that Russia, 
Argentina, Canada and some other exporting countries would 
suffer a very strong adverse movement in the terms on which 
wheat would exchange for other commodities (no change, let 
us assume, having taken place in relative real costs of pro- 
duction), without shifting to other commodities in marked 
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degree and thus without materially reducing the supply of 
wheat put upon the market. But the United States, and 
many other producers of wheat, have alternatives to wheat 
production, and when wheat offers relatively unfavorable 
returns, such countries will sooner or later shift, to some 
extent, from wheat to other products. The pressure on wheat 
prices having been thus relieved, and the pressure on prices 
of other products having been increased, something close to 
the old exchange relationship will be restored. It is not even 
necessary that the country or countries in which the adjust- 
ment is made should be exporters of the product in question. 
Certain countries may reduce a domestic production which 
is already insufficient for home consumption and thus increase 
the demand for imports of this product. Shifting to other 
products they will increase the supply and reduce the import 
demand for these. With any movement, therefore, in the 
terms at which products exchange against one another, any 
country which is a marginal producer of any part of the 
supply of the commodities against which the movement in 
the terms has taken place, whether or not it is an exporter 
thereof, will tend to shift to such of those commodities favored 
by the movement in the ratio as had formerly been just extra- 
marginal for it. The production of exports, as well as of the 
internal supply in all countries, of the commodities disfavored 
by the alteration in the ratio will consequently decrease rela- 
tively to the production of exports, as well as of the internal 
supply in all countries, of the commodities favored by the 
alteration in the ratio. This will always operate to reéstab- 
lish something like the former terms of trade. Since, in the 
actual world, there is a continuous gradation in the advan- 
tage of production in any one country of more or less of one 
product or another, even a very slight shift in the terms at 
which products exchange relative to their real costs of pro- 
duction in any country will rather quickly set in motion com- 
pensating forces. In other words, the marginal analysis 
applies here fully as much as to individual commodities in a 
single market. 

The significant differences, in practical conclusions, which 
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issue out of the approach to the problem of international 
values which I have here and formerly suggested, from those 
which issue out of the approach of the neoclassical school, 
may be illustrated by an examination of a treatment, on 
orthodox lines, of the trade between Great Britain and India. 
As already noted, this topic is touched upon in the early 
pages of Professor Taussig’s standard work, International 
Trade, but it is taken up more fully in a later chapter of that 
book.’ Asserting that India, as well as England, has an abso- 
lute advantage in the production of its own specialties, 
Professor Taussig attributes the unfavorable trade ratio, and 

\ the equally unfavorable incomes, of the people of India to 
\the character (elasticity, etc.) of the respective demand 
schedules of the two countries for each other’s products. 
Professor Taussig’s reasoning, however, involves him in an 
embarrassment (with respect to the presumptive and actual 
flow of specie) which he frankly admits. ‘In truth,’ he says, 
“the case is troublesome. I am not at all sure that it can be 
reconciled with the hypotheses and conclusions which have 
been set down in the preceding chapters.’’ For my own part, 
I am convinced that the difficulty is traceable to the erroneous 
fundamental postulates of the neoclassical theory. 

The terms of trade between Great Britain and India, as I 
conceive the matter, are determined in the following fashion. 
India produces, among other things, at an absolute as well 
as at a comparative advantage with respect to Great Britain, 
the commodity tea. Whether the foreign demand for tea is 
“urgent” or not, elastic or inelastic, India, together with 
other countries, produces so much tea that the price of tea 
has fallen to the point where it is equally advantageous for 
the natives of India to produce jute, cotton, wheat, ete. for 
export. In so doing they become competitively linked with 
other countries as, for example, the United States. Cotton 
and wheat of a given grade must sell at the same price in 
any market, whether they have been produced in India, the 
United States, or elsewhere. In the long-run a given grade 
of labor producing cotton or wheat in the United States must, 


5. Page 157 et seq. 
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on the assumption of internal mobility of labor, obtain the 
same wages as similar labor will obtain in textile factories, 
steel-making, and the like. In the latter case the products 
will impinge upon the exports of Great Britain. Tea pro- 
duction in India is thus tied, through the international price 
structure, to the prices of textiles and steel in Great Britain. 
Productive conditions being unchanged, the price of tea will 
bear a definite long-run relationship to that of cotton or 
wheat so long as India produces and exports all of these 
products, while the prices of cotton and wheat will bear a 
definite long-run price relationship to those of textiles and 
steel so long as the United States produces and exports all 
of these. British textiles and steel, grade for grade, will sell 
in export markets at the same prices as similar American 
products, and the prices of tea, cotton, and wheat (India’s 
exports) are thus definitely related, via the U.S.A., to those 
of textiles and steel (Britain’s exports). “Urgency” and 
elasticity of international demand schedules are irrelevant. 
The native of India, whether he raises tea, cotton, or wheat, 
will obtain a (money) income, relative to that of the Amer- 
ican, which will be in proportion to his productivity in wheat 
or cotton as against the productivity of the American grower 
of the latter commodities. The American worker of a given 
grade, whether growing wheat or cotton, or working in a 
textile or steel mill, will, in turn, obtain a (money) income, 
relatively to that of his British cousin, which will be in pro- 
portion to respective productivities in export textiles or steel. 
The money income of the British worker is in this, and in no 
other, way indirectly but very definitely linked with the 
money income of the native of India. That the income of the 
native of India is low is due to the fact that he has low abso- 
lute productivity in India’s marginal export commodities, 
while that of the British worker in Britain’s marginal export. 
commodities is fairly high. 

The terms of trade are, in fact, rather unfavorable to India. 
This is shown, not by the relative height of British and 
Indian incomes, but by the circumstance that India is, in 
late years, entering more and more into the production of 
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several typically British goods, while there is no possibility 
of Britain’s entering into the production of most of the 
typically Indian goods. Rather is England steadily with- 
drawing from the relative production of certain Indian com- 
modities such as wheat. This all means that England is get- 
ting the greater share of the gains from the trade. Great 
Britain is thus somewhat richer, and India somewhat poorer, 
than if the terms were more favorable to India. The over- 
whelming reason for the great difference in incomes, how- 
ever, is not the ratio of interchange but the disparity in 
absolute productivity of the workers in the marginal export, 
and in most of the domestic, commodities of each country. 
The ratio of interchange is a minor factor which could be of 
decisive importance only in the case of small countries with a 
limited number of exports. If India should greatly raise her 
absolute per capita productivity in all agricultural products, 
the terms of trade with Great Britain would, in the absence 
of other changes, become even more adverse, but the dis- 
parity between British and Indian incomes would neverthe- 
less tend to disappear. The present terms of trade are unfa- 
vorable to India because the relative cost of production, in 
India, of all of the various commodities exchanged in both 
directions is closer to their relative cost of production in the 
world at large than is the case with Great Britain. This is, 
of course, a more or less fortuitous situation which happens 
to be unfavorable to India. But the low level of Indian 
incomes is so much more due to deficiencies in absolute pro- 
ductivity, over a range of products sufficient to employ the 
whole Indian population, that India need not devote any 
excessive concern to the terms of trade. In any case, so long 
as productive conditions in India and in the outside world 
remain substantially as at present, there is no possibility of 
changing the ratio of interchange very much. The character 
of the British demand schedule for imports from India, or of 
the Indian demand schedule for imports from Britain, is in 
no way responsible for the situation. 

The ratios at which products exchange in international 
trade are dependent at any given moment solely upon recip- 
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rocal supply (demand), but reciprocal supply is, in the long 
run, dependent upon these ratios. Stable equilibrium is 
approached through an interacting movement in the amounts 
reciprocally supplied and in the terms of trade. Any given 
country adapts itself to the general situation, on the principle 
of opportunity cost, in such a way as to provide as large a 
return as possible to its entrepreneurs and, assuming free 
internal competition, to its population in general. 

It has already been noted that in a complex trading situa- 
tion, under given conditions of production and comparative 
costs, long-run equilibrium is possible only within an ex- 
tremely narrow range of the terms of trade. Those terms, 
however, may shift markedly with changes in conditions of 
production, whether or not any given country is sharing in 
such changes, and this may cause a marked alteration in the 
prosperity of the given country.* But this, again, has nothing 
to do with elasticity of demand, and on the basis of the 
exposition so far given we might conclude that the character 
of the demand or supply schedule of any given country, and 
even a shift of its whole demand schedule for foreign products 
to the right or left, will have almost no effect upon the long- 
run ratio of interchange of internationally traded products. 

Using the theory, and the method, which was developed in 
my earlier article von Mering has now shown, however, that 
when new factors, such as an increase or decrease in the 
population of any given country, are changing the volume of 
its production, there is, in the process of transition to the 
new terms of trade which are inevitable if the increase or 
decrease in production continues (and which will not be 
greatly different from those which had formerly prevailed), 
a short stage within which, if the process of increase or 
decrease in production were stopped, the ratio might (1) 
permanently retain its existing status, (2) shift to that which 
will, in any case, eventuate if the process should go on, (3) 

6. The shift in the terms of trade would be more or less nominal 
(ef. Marshall, Money, Credit and Commerce, p. 333) for those countries 
in which the change in conditions of production corresponded more or 


less fully with the change in terms, but it would be real for other 
countries. 
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fluctuate between these points. It is only in such a stage of 
limbo (a rather abnormal situation) that elasticity or inelas- 
ticity of the demand schedule of the country in question, or 
of any other country, would be of some slight significance in 
throwing the balance one way or the other. The final con- 
clusion, therefore, on elasticity (or inelasticity) in demand 
| schedules, as a factor in determining the long-run ratios of 
| interchange of products, is that it may have some effect in 
unusual situations which may conceivably be permanent 
tho they are not, in fact, likely to be; and, even then, that 
it is operative only to the extent of shifting the ratio to one 
or the other limit of a very narrow range. This necessarily 
small range of movement in the long-term equilibrium ratios 
almost completely removes the sting from the classical “‘dem- 
onstration” that an improvement in productive powers 
might so change the terms of trade as to result in permanent 
substantial loss to the country in which the improvement 
occurred, that protection might, through a converse shift in 
the terms, result in a permanent substantial gain to the 
country in which it was applied, or that taxation can, in any 
important degree, be thrust upon the “foreigner.” 
’ So far as short-run effects are concerned, however, the 
neoclassical analysis is of great value. The neoclassicists, 
nevertheless, have said little or nothing on this point. Their 
theory was supposed to be a long-run theory. It is really 
valid, however, only as an explanation of a more or less 
immediate situation. In periods too short to permit of shift- 
ing of resources through the gradual process of the decay of 
existing fixed capital and the growth of new forms thereof, 
in a word, too short to permit of a change in long-run con- 
ditions of supply, the character of demand schedules is, 
indeed, of predominating import. Where inelastic demand 
(or immediate supply) schedules are involved, moreover, 
short-run changes in the terms of trade may be very violent. 
The ratio then frequently goes quite beyond even that wide 
range set by conditions of comparative cost on the assump- 
tion of a fixed composition of export and import lists. The 
data of the orthodox analysis would have to be changed to 
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meet this situation, but the method would be applicable. For 
this purpose Marshall’s geometrical and algebraic supple- 
ment (as given in Appendix J to Money, Credit and Com- 
merce) is to be highly treasured. Short-run phenomena, 
moreover, are sometimes affected but slowly by the forces 
making for long-run equilibria. At the present time, for in- 
stance, any transition toward the long-run equilibrium posi- 
tion appropriate to such permanent disturbance as may have 
occurred in the years just prior to the outbreak of depression 
is hindered by the prevailing uncertainty and by the fact that 
all goods now seem difficult of sale. In such circumstances 
“short-time” phenomena may dominate the situation for a 
rather lengthy period. The position of countries for whose 
products demand schedules “curl round” when supply is 
unduly extended may then become acutely serious. 

Elasticity or inelasticity of national demand schedules 
being a factor of almost no importance in fixing the long-run 
terms of trade, and “urgency” of national demand being of 
no greater significance, the whole structure of orthodox inter- 
national value theory, which was superimposed upon Ri- 
cardo’s exposition of the principle of comparative cost, falls 
to the ground. The principle of comparative cost must still 
be the cornerstone of the theory of international values (we 
should think, however, rather in terms of opportunity than 
of other types of cost); but we must abandon reciprocal 
demand, unmodified by a change in ratios of interchange, 
as an explanation of anything other than short-time phenom- 
ena. It is not without interest that this was the whole trend 
of Marshall’s reasoning, as against the ideas of Jevons with 
respect to the general theory of value. 

The analysis of the method of determination of inter- 
national values made in my former article leads to ratios 
more definite, on the basis of given suppositions, than those 
which Marshall was able to obtain on the impossible assump- 
tion of an unchanged composition of “representative bales,” 
and it precludes the possibility of several widely different 
sets of ratios of interchange meeting equally well the require- 
ments of stable equilibrium. The curves of long-run national 
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demand (supply) schedules for foreign products cannot, I 
think, reach the “curling round”’ stage if there be anything 
like free internal mobility of the factors of production in the 
various countries concerned. My own feeling is that national 
reciprocal long-run demand schedules for foreign products, 
whatever their character, cannot even be posited or drawn, 
since changes in the terms of trade make the homogeneous 
units, necessary to the construction of such schedules, im- 
possible. We can, however, in the absence of such schedules, 
determine the ratios of interchange by the method outlined 
in my earlier article provided we have demand and real-cost 
schedules for the various commodities in the various coun- 
tries concerned. 

It is well, perhaps, to emphasize the fact that the objec- 
tions I have raised in this article to the theory of international 
values, as developed by Mill and his successors, do not apply 
to the classical theory of international trade as developed by 
Ricardo, who left the matter of international values quite 
untouched. So far as international values are concerned, it 
seems to me that Mangoldt, Cliffe-Leslie, and Sidgwick 
adumbrated doctrines which are much nearer the truth than 
those of more generally accepted writers, and that, if these 
doctrines had been developed instead of having been neg- 
lected in favor of the work of the neoclassicists, we should 
not have been wandering in the wilderness for more than the 
alloted span of forty years but might before now have 
reached that promised land of settled questions in which 
Mill was rash enough to think that the men of his time had 
firmly set their feet. 

Frank D. GRAHAM. 
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SUGGESTIONS FROM WORKERS: 
SCHEMES AND PROBLEMS 


SUMMARY 


I. Purposes, methods, history of schemes, 617. — II. Beginnings of 
statistical study; comparative table, 620.— Varying standards of 
adoption and payment, 621. — Factors of depression, recidivism, sex, 
occupation, 624. — III. Problems of payment, 628. — IV. Collectivism 
and “non-financial incentives,” 632. — V. Indicators of quality of sug- 
gestions: per cent adopted, subject-matter, curves of payments, assessed 
values in relation to wage-bill, patents, 635. — VI. Function of promot- 
ing interest and competence of workers, 641. 


I 


Among the problems of industrial relations that of inducing 
employees in the lower ranks to devise whatever improve- 
ments they can, in the enterprises where they work, is begin- 
ning to receive some special study. The employer and the 
self-employed person each has strong material incentives to 
improve the products and methods with which he is con- 
cerned, and each has moreover the pleasure of such creative 
scheming. The employed worker, on the other hand, is often 
discouraged from using whatever ingenuity he has. He may 
be scolded if he assumes to criticize things as he finds them; 
he is likely to surmise that his bosses will reap most or all the 
profits which may accrue from his own bright ideas; and 
doubtless it seldom occurs to him that his work might be 
more enjoyable if he constantly attempted to improve it. 
The latter idea seldom occurs to anyone. 

This problem has been attacked in many well-known ways. 
The familiar schemes of wage payment based on the worker’s 
output, the plans of foreman-training, of profit sharing, of 
employee representation — to go no further — all are aimed 
in some degree at securing coéperative head-work from hand- 
workers. I shall not attempt here to point out the special 
merits and limitations of the above devices for this particular 
objective, but shall confine myself to formal plans, largely 
distinct from the foregoing, designed to secure and use sug- 
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gestions from employees — almost always by the offer of 
individual pecuniary rewards. These “suggestion box” sys- 
tems provide some useful quantitative data, and they furnish 
provocation to the consideration of some fundamental issues 
in work and pay. 

A few further particulars as to objectives and methods of 
these plans will indicate the scope of my discussion more 
precisely. There are two general sorts of objective: (1) what 
I call the “technical” advantages, in the way of business 
efficiency; and (2) certain other beneficial effects of sug- 
gestion-activity on and through the suggesters, which might 
perhaps be lumped together as “‘morale”’ advantages. The 
technical worth of a suggestion is identical no matter who 
makes it — a laborer, an executive, or a complete outsider. 
The morale-effect, on the other hand, may be realized only 
through suggestion efforts of employees in the organization. 
These latter results, which managers hope to realize in some 
degree through the operation of a suggestion scheme, in turn 
appear reducible into three main categories: (1) the provision 
of adequate outlets for grievances, (2) the early recognition 
of intelligent employees for advancement, and (3) the 
increase of knowledge and interest of the suggester in his 
work. 

As was hinted above, the offer of a cash reward, ostensibly 
based on careful appraisal of the total worth of the suggestion 
to the business, is almost but not quite a universal character- 
istic of suggestion plans. True, some schemes employ “non- 
financial incentives,’ which generally boil down to favorable 
publicity for the suggester, also notation of the worth of his 
idea on his employment record, and perhaps a material gift 
like a vacation or a piece of jewelry. But most of the schemes 
I am discussing are individualistic in their main appeal, and 
all offer rewards which are material, at least indirectly — for 
the notation of his useful suggestions on a worker’s employ- 
ment record is supposed to accelerate his advancement in pay 
or status. Another characteristic of these plans is quite 
universal — specific machinery for the collection and evalu- 
ation of suggestions. In order to neutralize any possible 
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prejudice on the part of the suggester’s foreman, the Sug- 
gestion Committee ordinarily contains officials whose rank 
is sufficiently high so that the suggester considers he is com- 
municating directly with the higher management. Continuing 
propaganda reminds all employees of the existence and prop- 
erties of the suggestion scheme. Differences in this last 
element go a good way toward accounting for differences in 
the results achieved by different plans. 

The first suggestion reward scheme of which I have found 
record is that established in 1880 by the late Mr. William 
Denny, in his shipyard near Glasgow.' His plan, now some- 
what broadened as to subjects and persons eligible, is still in 
operation there. Some other well-seasoned systems are to 
be found in Europe and America; for example, the Rowntree, 
Cadbury, Eastman Kodak, German General Electric, and 
Dennison Manufacturing concerns have operated theirs for 
twenty to thirty years.? Originally the “rewards” were 
offered for “inventions,” chiefly or entirely in the mechanical 
realm, and it was expected that frequently these would be 
patentable. Such patents, however, have been extremely 
few; further, there has been a general trend toward paying 
for useful ideas on any phase of business products or methods. 
Hence we now speak of the “suggestions’”’ of employees more 
often than of their “inventions.” 

In America, since the War, suggestion schemes have had a 
considerable vogue, along with many other practices of labor 
management. Statistical information is scanty, but it is clear 
that in magnitude the “movement” is comparable to em- 

1. D. F. Schloss, Methods of Industrial Remuneration (1892), p. 187 
n., mentions this plan; also a similar program at Yale & Towne’s. In 
1894 the late Mr. John H. Patterson, in the National Cash Register Com- 
pany, inaugurated a series of semi-annual contests for suggestion prizes 


(amounts of prizes fixed in advance), which series has been continued 
down to the present. 

2. The German State Railways in 1929 paid RM. 139,150 to 506 
suggesters. Other Governmental units, such as the London traction 
combine, the Swiss railways, and certain of our own Federal depart- 
ments, for some years have given special awards to employees for ideas. 
Recently the campaigns for increased efficiency in Soviet Russia have 
included extensive use of money rewards more or less proportioned to 
value of suggestions, after the manner of American schemes. 
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ployee representation ; indeed the former seems to be a sort of 
rival of the latter, for it is rather uncommon for business con- 
cerns to use both.’ In the boom years of the 1920’s several 
enterprises had arisen which sold specialized materials for 
suggestions systems and assisted in their installation. An 
official in one of these concerns told me, July 1930, that they 
had installed their service in some 1,500 companies, including 
a few big corporations which had successfully operated their 
own suggestion schemes for years. A great deal of this hot- 
house growth, of course, withered in the succeeding depression. 


II 


In this long and wide experience, what lessons have emerged 
as to the ability and willingness of common workers to im- 
prove their arts? What factors seem to influence the quantity 
and quality of their suggestions? For several years I have 
been collecting a few comparative statistics. In 1927 the 
first of these were published in a table which exhibited cur- 
rent quantitative results in 30 establishments operated by 26 
companies, with over 200,000 employees.‘ These companies 
largely selected themselves by their willingness to codperate; 
but in general I attempted to get data from suggestion 


3. The National Industrial Conference Board, keeping in touch with 
some 1,000 (American) companies, employing around two million work- 
ers, found in 1924 that 207 concerns, employing 1,777,000 workers, were 
using some sort of ‘“‘works council.” Two years later they found that 
210 concerns, employing about 800,000 people, were using some sort of 
“suggestion system.’’ Only 71 concerns were using both these devices. 
The Industrial Relations Section of Princeton University secured reports 
in 1926 from about 1,500 companies, of which 322 had employee repre- 
sentation and 233 suggestion systems, while but 53 had both. S. B. 
Mathewson has reported, in The Personnel Journal, vol. 10 (December 
1931), pp. 225-31, a recent survey of 195 companies with 2,391,000 
workers. Of these companies, 19 per cent were using employee repre- 
sentation and 54 per cent suggestion systems. Apparently the latter 
scheme has lately been utilized more than the former. 

4. Z. C. Dickinson, Suggestions from Employees. Michigan Business 
Studies, vol. 1, No. 3, Appendix A, Ann Arbor, 1927. This bulletin 
gives further references to the meager literature. Mr. Sam Mavor con- 
tributed a paper to the British Association’s Glasgow meeting in 1928 
on Suggestion Schemes, which was printed in The Machinery Market, 
October 19, 1928. His concern (Mavor and Coulson, Ltd., Glasgow) 
maintains an extremely effective suggestion scheme. 
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schemes which had been inaugurated earlier than 1920. Dur- 
ing the latter months of 1930 and 1931 I canvassed the 26 
companies again (also three others, Nos. 27, 28 and 29), and 
the new data thus secured appear in Table I of the present 
article.’ So far as possible I am showing for each establish- 
ment, first the average annual results for 1926-29 inclusive, 
then the results for the depression year of 1930 separately. 
The data are not completely comparable among companies, 
or even among years; but the grosser differences of definition 
have been adjusted by correspondence. 

Columns 5, 6 and 7 give the measures in terms of which sug- 
gestion plans are commonly evaluated. Each establishment’s 
record in these three particulars — the number of suggestions 
received per thousand employees eligible, the per cent of sug- 
gestions given rewards, and the average size of reward — 
must be considered as a whole. A low standard of acceptance 
for reward, which is usually reflected by a high percentage of 
suggestions accepted, generally tends to elicit a high volume 
of suggestions. Ordinarily a policy of this sort is financially 
possible only when the average size of award is low. The con- 
trast between low and high standards of acceptance is most 
striking in Establishments Nos. 27 and 28-a, at the bottom of 
Table I (both are in the neighborhood of Glasgow, Scotland). 
In 1930 the former plant secured by far the largest flow of sug- 
gestions per thousand employees(5,613) among all systems of 
which I have heard; and it adopted 37 per cent of them — an 
unusually high percentage. Its average reward that year 
($2.55) was by no means meager, especially if judged by 
British wage-earners’ standards; yet by comparison with the 
$19.44 average in Establishment 28-a it was low. The flow of 
suggestions in the latter (11 per thousand employees) was 
but a tiny trickle compared with No. 27; of this trickle, how- 

5. Certain establishments included in the original table are missing 
from this new one. Nos. 7, 10 and 16 reported discontinuance of their 
systems; a new one is about to be launched in No. 10. Nos. 11, 22 and 
24 did not reply and No. 17 professed inability to supply data. The 
plan in No. 12 had lapsed a year or so, but was revived in 1930. All 
these schemes except Nos. 10 and 17 were securing, in 1926, far less 


than the average number of suggestions per employee. The scheme of 
No. 6 suspended operations in 1931. 
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ever, 83 per cent were adopted. Inspection of other entries 
in these columns will show a general tendency for large vol- 
ume of suggestions to be associated with high or average per- 
centage of acceptances, and low average reward. 

That employees adapt themselves to the standards of 
acceptance and payment which they discover to prevail is 
further shown by the experience of Establishment 8. For 
many years the minimum standard of acceptance had been 
low, the flow of suggestions large (1,145 per thousand em- 
ployees in 1926-29), the percentage adopted rather high (28 
per cent in this period), and the average reward rather low 
($4.28). On April 1, 1929, the system was revised so that the 
standard of acceptance was raised, and the minimum amount 
of payment increased from two to five dollars. Effects of this 
change are partially reflected in the greatly reduced volume 
of suggestions in 1930 (533 per thousand employees), the 
decreased percentage accepted, and the somewhat higher 
average award ($6.67). 

The question at once arises, how much of this change was 
due to business depression? Are employees more or less 
willing and able to make valuable suggestions during hard 
times? The testimony is conflicting, and the statistical trend 
is rather confused.* In this Establishment 8, the official who 
is closest to the suggesters thinks that business depression — 
perhaps by creating unusual fear of unemployment — reduces 
the volume of suggestions, and similar testimony comes from 
others. Among the more active systems represented in my 
table, however, the public utilities are the principal excep- 
tions to the rule that the quantity of suggestions per em- 
ployee is larger in 1930 than in the preceding four years, 
without a compensating reduction in quality (as evidenced 
by percentage adopted and average size of reward). Perhaps 
the main clue to differences of experience in this respect is 

6. Many factors, of course, influence the volume and quality of sug- 
gestions, such as the minor changes in systems which are made from 
time to time. I think the modification of No. 8 above mentioned is the 
only change of rules which has materially affected the output during 


the five-year period considered — except a change in No. 29, which is 
discussed below, p. 632. 
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the effect of reduction in working force on the average quality 
of the force — public utilities’ forces have been reduced to a 
lesser extent than manufacturers.’ The workers who are 
retained are usually (perhaps) those with good records as to 
length of service and productiveness; hence the average 
capacity of the workers for making good suggestions may be 
higher in depression than in prosperity. Sometimes, as in 
Company 5, not only the volume of suggestions relative to the 
number of employees on the payroll has increased in hard 
times, but the absolute total number of suggestions has 
grown in-spite of decrease in number of employees. In such 
cases the stimulation is probably due to reduction of regular 
earnings by short time. Employees then have more leisure 
and more need to work up suggestions. 

In Column 8 are shown lowest and highest payments for 
single suggestions in the respective periods and shops. It 
seems likely that conspicuously large prizes, even if very 
few in number, should stir interest and emulation to a 
marked degree in the whole body of potential suggesters. In 
numerous companies a first prize of say $100 is offered for 
the best suggestion received in a given period — six months 
or a year. Sometimes these special prizes for the best, next 
best, etc., are additional to the regular rewards, based on the 
business values of the suggestions. In a department store 
(Establishment 25) a first prize of $1,000 was offered one 
year, but no suggestion deemed worthy of such an award was 
received. It will be observed that awards of $1,000 or over 
were given in the factories 5-a, 18-a and 18-b. These pay- 
ments, I believe, were not special prizes for best ideas, but were 
based in the regular fashion on the savings produced by the 
suggestions, and were supposed to be about 10 per cent of 
the first year’s saving. In a few cases, as in Establishment 28, 
rewards exceed the maxima shown in the table, because the 
idea is patented and exploited outside, or is otherwise lifted 
out of the suggestion scheme’s machinery. 

Column 9, headed “Number of Suggestions per Sug- 
gester,” gives a further index of the extent to which eligible 
employees actually make suggestions. To compute this index 
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it is necessary to know, not only the number of suggestions, 
but the number of separate suggesters; and in comparatively 
few cases is the latter figure available. Where it is available, 
the index is always larger than 1; that is, there are always 
some suggesters who contribute more than one suggestion — 
who are “‘recidivists.”” The frequency-eurve of numbers of 
suggestions made by individuals is positively skewed, prob- 
ably to the extent of a J-shape — the class of one suggestion 
containing the largest number of individuals. An investi- 
gation in Establishment 19, in 1926, showed that out of 1,400 
completed suggestions, twelve persons, comprising 3 per cent 
of all suggesters, had submitted 37.5% of all suggestions. 
Very commonly special rewards are given to the individuals 
who have the largest number of suggestions adopted — 
prizes over and above the regular rewards for each idea as it 
is evaluated. 

Another index of recidivism, and one which is perhaps 
easier to understand, is the percentage which the number 
of separate suggesters (during a year) forms of the average 
number of all eligible employees. This figure is an obviously 
useful indication of the degree in which the working force 
participates in the suggestion scheme. When the figure in 
Column 5 is divided by the index in Column 9 this percentage 
of participation becomes readily available. Establishment 6, 
for example, in 1930 received 1818 suggestions per thousand 
employees; and this was five suggestions, on the average, 
for each suggester. Dividing 1818 by 5, we find that 364 
persons per thousand employees made suggestions, 7.e., 
36.4 per cent of the workers were suggesters, if there were no 
labor turnover. Establishment 27, in 1928, received 5670 
suggestions per thousand workers — more than three times 
as many as No. 6. The individual suggesters in No. 27, how- 
ever, were more prolific than in No. 6 — the former averaged 
8 suggestions per suggester. Dividing 8 into 5670 we find 
that 709 persons per thousand employees made one or more 
suggestions — 7.e., about 70.1 per cent of the working force 
were suggesters (again disregarding labor turnover). 
Important factors in the suggestion output, of course, are 
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the types of workers composing the force. Workers might 
be classified for this purpose in many ways; an obvious classi- 
fication is male-female. Usually I could obtain the approx- 
imate percentage which women constitute of the employees 
eligible to make suggestions, or at least of all employees; and 
this index appears in Column 10. Then, in some cases, I 
could learn what proportions of suggestions made and of 
suggestions awarded came from women. Columns 11 and 12 
show, where this information is available, that the women 
generally contribute far less than ‘“‘their share” of sugges- 
tions. Interplant comparisons, therefore, should take into 
account the proportions of women employees, and recognize 
that a high percentage of women in the force is a handicap 
toward reaching the goal of a large number of suggestions 
per thousand workers. 

A few hints may now be given as to the relative contribu- 
tions of various occupations. Most suggestion system man- 
agers classify their records according to the local departments 
in which the suggesters work, and thus promote emulation 
among the departments. The names of these departments, 
of course, are often of little significance to the outside stu- 
dent. Generalizations as to effects of skill and the like might 
however be drawn from them by sufficient study. The man 
who correlates the suggestion schemes in the various estab- 
lishments of Company 5 writes: 


“Some of our departments are headed by executives who are not as 
fully in accord with the suggestion plan as they might be. In some 
departments there is also a predominance of employees of very limited 
education who are not as qualified to think constructively as employees 
in other departments might be. This condition is particularly true of 
such departments as foundries, clay-working establishments, etc., which 
are largely composed of the lower grade of manual laborers; also the 
activities of these departments are limited to the manufacture of one 
product. Other departments, on the contrary, have a high percentage 
of native-born and well-educated mechanics, and make a multiplicity of 
products. Such a department naturally will produce more and better 
suggestions.” 


In Company 4, in the same industry, it is observed that office 
workers, tho eligible, do not participate much in the sug- 
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gestion scheme. Table II gives comparisons among certain 
departments in Establishment 27. 


Tasie IJ. Some DeparRTMENTAL Recorps, ESTABLISHMENT 27 








Number Suggestions per Employee 





Department Received Adopted 





1928 1929 1930 | 1928 1929 1930 





“A” Department — Fitting. ..... 22 10 &2/)12 7 3.6 
I oc coc cccccwccccavens 18 9 7.4 |. 5 2 2.6 
Pattern shop. ...............0-. 6 S es 0.8 
oly wbrass incense walalntia S56 23 i 39 1 2.6 
<p aera 4 6 1.2 2 2 0.4 
I oa kh o/nine's 6:0:8:0' somone 2 14 1.4 2 0.5 0.4 
eee ddd, massa 9:68 onda oon 1 1 0.7 0.4 03 0.2 
Maintenance men............... 3 1 25] 16 06 1.1 














In this concern, special prizes for the boys bring in many 
suggestions from them, but the percentage adopted is much 
lower for boys than for men. Possibly the suggestion-produc- 
tiveness of these men, in recent years, owes something to the 
“favoritism” extended to their ideas when they were boys. 
The “A” Department fitters’ high record is doubtless due 
primarily to the craft skill of these men; but why do the Pat- 
tern Shop and Toolroom rank so much lower? Foundry and 
Smithy occupations stand low in the scale. Perhaps their 
strenuous labors and discomforts are not favorable to the 
incubation of such ideas as the brains of the men would per- 
mit. The good showing of the Laborers group suggests that 
there may be something about “A’’ Department (supervision, 
perhaps) which is favorable to suggestion output, regardless 
of skill. 


Ill 


A factor of prime importance, of course, is the scale of pay- 
ments; this matter presents some pretty problems for eco- 
nomic theory as well as for business art. For ideas whose 
worth can be most satisfactorily calculated, a rather common 
avowed standard of payment in America is 10 per cent of the 
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estimated first year’s saving. Many managers, however, in 
effect set a low minimum payment of say one or two dollars 
for almost any “commendable” suggestion; and do not pay 
more than a maximum reward of perhaps $50 or $100, even 
for an idea which might save many thousands of dollars a 
year. They defend such apparent exploitation of the better 
thinkers by referring to the general costs of maintaining the 
suggestion system, and to the supposed need of paying some- 
thing to encourage the makers of minor suggestions which are 
of little or no business value.” Do many employers therefore 
get rich by exploiting the clever ideas of their men? Not at 
all, many observers would reply; for disappointments, even 
tho they be few, are sufficient to stop bright employees from 
making or revealing valuable inventions. 

The following remarks on the problem of payment were 
written by the manager of Establishment 27: 


“...in a large proportion of the Suggestions it is impossible to 
estimate in terms of money the value. Even where the time saved is 
precisely ascertainable, there remain factors of difficulty in determining 
the amount of payment. For example, . . . in the making of a standard 
part, the production of which might be continued for years, ... the 
money value might be considerable. Another suggestion of equal merit 
might refer to... a part of which the making of only a small number 
was in prospect. .. . We not unusually pay 50 per cent of the estimated 
first year’s saving by the suggestion. .. . 

“A factor which must not be left out of sight is that when a new job 
is put into a machine-shop, for example, the number of parts pro- 
spectively required may be unknown, or may at first appear to be small; 
and in such a case the method of production is not so closely studied 
[by officials] as would be a part of which a large number were required. 
A suggestion might result in substantial economy in respect of the 
method first adopted, but there is the certainty that if the numbers 


7. If these managers are sufficiently sophisticated, they may also 
derive comfort from the legal doctrine of ‘‘shop right.” For a century 
or more British and American courts in patent suits have generally held 
that an employer is entitled to the free use, in his own establishment, 
of any inventions which his employees have conceived and developed 
with aid from him as to payment for their time. and the privilege of 
using his equipment. (Such an employee-patentee, however, is entitled 
to the usual patent monopoly on his invention for all uses outside his 
employer’s ‘‘shop,’”’ subject of course to any express contract he may 
make with his employer, either before or after the invention is made, 
with regard to such outside use.) 
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required warranted it, the planning staff would concentrate on reduction 
of cost, and the more economic method proposed by a suggester, or its 
equivalent, would quite certainly be applied by the staff.” 


The last paragraph in this quotation points to one of sev- 
eral limitations which must be put upon the naive doctrine 
that the whole difference in cost between the old method and 
the suggested method, for the whole period the latter is used, 
is economically imputable to the suggester. By this latter 
method of imputation, most salaried people should receive 
enormous bonuses; and the firms paying them would soon be 
eliminated from the market. The problem of harmonizing 
the scheme of paying cash rewards for suggestions of wage- 
earners with the practice of paying straight salaries to execu- 
tives and other specialists, is very difficult. Sometimes fore- 
men are given rewards for the suggestions of themselves, and/ 
or of the workers in their charge; but individual bonuses to 
salaried employees are often thought to interfere with team- 
work. Foremen are sometimes made eligible for cash rewards 
for suggestions pertaining to matters outside their own depart- 
ments; and occasionally they are entitled to have their sug- 
gestions recorded, for reference in future determinations of 
their status. Apparently they do not utilize these oppor- 
tunities very much. 

It is often said that the numerous failures among sugges- 
tion schemes are due chiefly to niggardly rewards. A counter- 
proposition is that the methods used in dealing personally 
with suggesters are all-important. A few scraps of evidence 
may be cited here, tending to reflect the relative importance 
of these factors. Undoubtedly many failures have occurred 
where payments were low, say a maximum of $10 to $25; 
and it will be observed that the establishments in my tables 
whose maxima are as low as this are not obtaining a very 
satisfactory volume of suggestions. The managers would say 
they cannot pay more because the suggestions are not worth 
it, but perhaps they are in a vicious circle. If they paid more, 
the ideas might improve. In a number of cases, however, 
managements or workers have become dissatisfied with sys- 
tems when rewards were rather high. Establishments 16 and 
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22 of my 1927 table, for example, were securing only 4 to 22 
suggestions per thousand employees, while paying rewards 
which averaged $40 to $60 and ran up to $250. Establish- 
ment 1, on the other hand, maintains employee-interest in its 
plan, paying a rather high average reward but giving to the 
authors of the best suggestions a markedly less percentage of 
the savings they accomplish than to the authors of the 
poorer ideas. 

Supposing that an average payment of 10 per cent of the 
first year’s saving is made (very few of our plans pay more), 
what else is required to make a suggestion scheme persist? 
The experience of Establishment 27 (in Glasgow), since the 
inception of its scheme in 1917, is illuminating. The men are 
strongly organized into trade unions; they joined in a wide- 
spread strike in 1922. The working force of three or four 
hundred were contributing, on the average, some 50 sugges- 
tions a year up to the end of 1925. A large fraction of these 
were accepted; the average reward was about £1. Then the 
management applied itself energetically to stimulating sug- 
gestions, by means such as giving the scheme more and better 
publicity, and arranging special contests. In 1926, 300 sug- 
gestions were submitted; in 1927, 779; in 1928, 2,583. The 
quality of suggestions, as Table I shows, has become some- 
what lower with increase in quantity, but the total payments 
increased from a level of some £50 a year before 1925 to £650 
in 1928. Then, in 1929, the number of suggestions submitted 
lapsed to 1,530 — about 60 per cent of the 1928 record. Why? 
The year 1929 had brought greater prosperity to the plant 
than 1928; more man-hours were worked; and to this change 
of outlook the reduced suggestion-harvest was at first attrib- 
uted. But in 1930, while employment was still in good vol- 
ume, the suggestion-curve shot up almost to the 1928 level; 
and it went even higher in 1931. The lapse and recovery 
seemed to be due mainly to changes of personnel in the sug- 
gestion department. An unsuitable man dealt with suggesters 
in 1929; he was replaced by a better official in 1930. 

The procedures of suggestion systems differ considerably 
as to the amount of this personal touch. The temptation is 
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great to cut costs by the use of form letters, and indeed these 
must be used when concealment of the identity of the sug- 
gester, even after the payment of his reward, is insisted upon. 
But there is considerable testimony to the value of patient 
and sympathetic interviewing of all suggesters by specialized 
investigators. Such procedure is useful, both before passing 
judgment on the suggestion (in order to discover fully what 
the worker has in mind), and after its rejection (in order to 
explain adequately why the idea has been handled as it has). 


IV 


That the cash reward is by no means all-important is fur- 
ther indicated by schemes which employ only “non-financial” 
incentives. Establishments 6 and 29 of Table I are peculiar 
in that they do not use cash prizes. Both rely largely on the 
stimulation which comes from notation of the value of the 
suggestion on the suggester’s employment record; and in 
Plant 29, at least, the attention of his superintendent is 
called to the suggester’s accomplishment. In Establishment 
6 eulogies of suggesters were published in the plant paper (so 
also at most suggestion-system plants); and once a year a 
“token,” usually of jewelry, was given to each — the values 
of tokens being roughly graded according to the recipient’s 
total suggestion record for the year. It will be noticed that 
Plant 6 maintained a very large flow of suggestions (the sec- 
ond largest in my table); and it had done very well in this 
respect since the scheme was launched in 1912, until its sus- 
pension in 1931. In Establishment 29 (same industry and 
region), however, the number of formal suggestions has been 
very small, relative to the size of the force. The flow here 
was decidedly accelerated by a change made in, or just before, 
1930. After this change the cost-reduction engineers were 
brought into direct contact with worker-suggesters; the latter 
were not bothered by having to fill out a blank form, and yet 
they were still assured credit on the records for their ideas. 
At this plant it is said that informal suggestions greatly out- 
number the formally recorded ideas. 

In the situations just mentioned, the “non-financial” 
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incentives are mainly individualistic. There is also a growing 
body of testimony as to the efficacy of more or less collectivist 
incentives (especially those supplied by employee representa- 
tion and union-management codperative schemes) to secure 
and use workers’ constructive ideas. The records of ‘‘open 
shop” employee representation plans seem to show that sub- 
jects like production problems, business methods, and waste- 
reduction, taken together, have usually accounted for less 
than 20 per cent of all items handled. The union-manage- 
ment codperative committees, as exemplified on a large scale 
in the Baltimore & Ohio (since 1923) and Canadian National 
(since 1925) railway shops, on the other hand, are deliberately 
provided for constructive projects only. Entirely distinct 
collective bargaining machinery deals with contentious sub- 
jects like general wage rates. The Baltimore & Ohio coép- 
erative committees were said (1927-29) to deal with four to 
five thousand “ propositions” annually, most of them coming 
from the wage-earners. Supposing there were about 15,000 
shopmen working on this railroad, we have here at least 300 
suggestions a year per thousand employees immediately con- 
cerned. It is reported, furthermore, that over 80 per cent of 
the workers’ projects are adopted by the management. 
Apparently the ideas arising from the rank and file are some- 
what winnowed in union lodge-meetings, before presentation 
in codperative committee meetings. If this is so, then there 
are appreciably more than 300 suggestions per thousand 
employees, originally proposed by rank and file workers in 
the scheme. Certainly this record as to number of ideas pre- 
sented and as to percentage of adoptions compares very favor- 
ably with the individualistic, cash-reward systems repre- 
sented in my Table I. The volume of employee-proposals in 
the shops of the Canadian National is reported as about 150 
per thousand shopmen annually; here, also, over 80 per cent 
are said to be adopted. The same trade union officials and 
experts supervise the operations of this codperative plan on 
all the railways where it is used. 

Such fragments of evidence should give pause to the per- 
son who is inclined to think that nothing but individual, 
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immediate, cash reward can ever move a common worker to 
use his brain constructively. Yet is it likely that employee 
representation or codperative unionism, of even the best con- 
ceivable sort, leaves no room for an individualistic suggestion 
scheme? A decided majority of the companies contributing 
to my tables evidently think the two systems supplement 
each other in a desirable way. The more individualistic, or 
needy, or shortsighted, or grasping employees may claim cash 
rewards for valuable ideas of which they are clearly the origi- 
nators; while the more farsighted, prosperous, team-working 
people may utilize the trade union or council meetings to 
obtain consideration for their ideas. There will always remain 
abundant room for constructive committee-discussions, 
which may lead to improvements that are of joint rather than 
individual authorship. 

The considerable effort and friction which is involved in 
evaluating individual suggestions could be “saved,” of course, 
if suggesters could be adequately motivated by pure team- 
work spirit. Assuming such adequate motivation, however, 
there would remain the needs to utilize promptly and fully 
the workers’ valuable ideas, and to instruct most suggesters 
as to how their ideas could be improved. Perhaps some 
administrative machinery (1) for using the suggestions and 
the educational opportunity they afford; (2) for recording 
each employee’s suggestion-history, so that it may be con- 
sidered in determining his status; and (3) for sharing among 
groups of employees the profits accruing from good sugges- 
tions — perhaps such compound apparatus may provide 
more satisfactory conditions for constructive thought on the 
part of both managers and men than are afforded by indi- 
vidualistic suggestion-reward systems. * 

8. A similar shifting balance between immediately individualist, and 
long-run collectivist, incentives is found in the remuneration of execu- 
tives and specialists in business. Some companies go in rather strongly 
for bonuses varying greatly among these individuals, according to their 
supposed immediate productiveness; other deprecate this emphasis on 
individual differences, and try to promote team-work rather than star- 
players, by paying straight salaries and adjusting them to individual 


productiveness only very gradually. These latter employers probably 
underestimate the réle of the individual and the evils of dead-level pay 
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V 


Thus far we have dealt chiefly with quantity of suggestions. 
What further evidence may be found as to their quality? The 
most obvious index is the percentage which secure rewards. 
It should be recognized, moreover, that suggestions which 
fail to secure prizes are not necessarily foolish; they may only 
be impracticable economically. Establishment 27 classifies 
suggestions as “adopted,” “not adopted,” and “anticipated.” 
Into the last class fall about 10 per cent of all suggestions 
lodged by employees. But the standard of “adoption” is 
low in many cases. Where no cash rewards are paid, as in 
the railway union codperative scheme, adoption appears 
superficially to cost the employer nothing; and so we might 
expect that the standard of adoption would tend to be lower 
here than in situations where cash payments are made — on 
the Pennsylvania Railroad, for example, which pays indi- 
vidual cash rewards through its Bureau of New Ideas.® A 
remark by President Willard of the Baltimore & Ohio rail- 
road gives some ground for the suspicion that the standard 
of adoption in his coéperative plan is rather low: 


“T have said to our officials: ‘I want you, if it is possible at all, to 
find any merit in the suggestions . . . you must not turn down every- 
thing, because the men will quit bringing in suggestions.’ We have 
found that 33 per cent of all the suggestions tend to fix things that the 
men want, bring no special advantage to the company, but are desirable 
from the standpoint of the men; and we have been glad to do those 
things because they helped bring about a state of mind which made the 
men satisfied.” ! 


and dead-level work. But the individualistic employee is apt to fall 
into an opposite error; he underrates the extent to which the facilities 
and the whole background supplied by the employer bring about valu- 
able results, to which the final touches may happen to be put by him- 
self. Whatever policy on these matters works best among the higher- 
paid and more creative workers, is not necessarily best also for the 
masses of men and women to whom suggestion schemes are now 
addressed. 

9. The records of this Bureau, established late in 1927, appealing to 
all employees of the road, show that 13 to 16 suggestions per thousand 
employees have been received annually, of which over 30 per cent have 
been adopted since 1929. 

1. Industrial Management, vol. 73 (1927), pp. 260-63. 
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considerable time and bother of executives, as well as of the 
investigators and clerks whose salaries are naturally charged 
against it. If and when we can get dependable measurements 
of the net business values of suggestions, then we can talk 
more confidently about the percentages of such values which 
actually are paid to suggesters; and can argue further as to 
what percentage should be paid. Under present conditions it 
seems likely that the true frequency-curves of net values of 
suggestions would be more broadly skewed in a positive direc- 
tion than are the corresponding curves of payments to sug- 
gesters. I base this judgment on the common tendency to pay 
more, in proportion to real net technical value, for the poorer 
and ordinary suggestions than for the best. 

Another series of computations may be performed on my 
Table I, which will give hints as to the aggregate value of 
suggestions. For each concern we may easily derive the total 
of cash payments per thousand employees eligible to try for 
suggestion prizes. In Establishment 1, for example, during 
1926-29 an average of about $580 per thousand such em- 
ployees was annually paid to suggesters (Column 5 X Column 
6 X Column 7). In Establishment 5-a, for the same period, 
the corresponding figure is approximately $1,600. In the 
latter plant, the rewards are said to average about 10 per cent 
of the saving due to suggestions; in the former plant perhaps 
3 per cent. Applying these percentages, we may estimate the 
total annual “technical” value of suggestions in Establish- 
ment 1 at $19 per common employee ($19,300 per thousand 
employees), and in Establishment 5-a at $16 per man. These 
outputs are presumably not more than one to one and one- 
half per cent of the annual wage-earnings of the average com- 
mon worker (assuming the latter to be roughly $1,500). In 
other words, the cost reductions attributable directly to sug- 
gestions probably never amount to more than two per cent 
of the employer’s wage payments (exclusive of salaries to 
foremen and others not eligible for suggestion rewards). 

Finally, a fourth bit of evidence may be cited, tending fur- 
ther to show that major improvements have not often been 
derived from suggestion boxes. The number of patents origi- 
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nating in suggestions of ordinary workers is very small indeed. 
Mr. Maurice Denny has recently written me that not more 
than six or eight patents have grown out of their scheme dur- 
ing the fifty years of its operation; tho for many years 
the posters have specifically offered a payment of £15 to £20 
for any idea deemed worthy of patenting — in addition to 
the expenses of securing the patent. He also remarked: 


“Tt is not easy to keep a scheme of this kind alive unless the Com- 
mittee are prepared to give continual encouragement in the sense that 
awards are not always made on the cold basis of business utility. Over 
a long term of years it is somewhat surprising to find how few of the 
suggestions have proved in the long run of outstanding value, and the 
really new idea is not often encountered.” 


It is reported, moreover, that out of the four thousand sug- 
gestions made in the General Electric Company’s Schenec- 
tady plant in 1925, not more than five were patented; and 
inquiries made of a number of other companies indicates that 
the number and values of patents of such origin are usually 
so negligible that no definite records are kept. In most large 
manufacturing organizations, on the other hand, the rela- 
tively small staffs of engineers and other research workers 
take numerous patents every year. The systematic inventors 
in the employ of General Electric Company, for example, are 
awarded usually 500 patents or more annually. “Less than 
one invention in a hundred [originating in such concerns] is 
made by some employee who is not expected [i.e., hired 
specifically] to make inventions.”’ The patent-index of inven- 
tive fertility, to be sure, is full of infirmities. Patents vary 
enormously in value; sometimes indeed they have only 
“nuisance-value”’; and sometimes the management prefers 
to work an important discovery secretly, or at least not to 
proclaim it to the world through the patent system. Unques- 
tionably many more suggestion-box-ideas could be patented; 
but then the engineers, too, could multiply their patents con- 
siderably if it were mere number of patents they were seeking. 

That there are great differences in resourcefulness between 
the wage-earning and the higher-salaried groups is indicated 
further by the response to my inquiry relative to patents 
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developed under railway union-management-codperation. 
My informant, a technical man who is familiar with railway 
engineering research, as well as with the newer coéperative 
scheme, and whose sympathies are thoroly on the side of the 
common employees, writes: 


“There is very little likelihood that anything patentable would come 
out of [the workmen’s suggestions]. . . . The truth of the matter is that 
mere improvements in devices, technique of manufacturing and such 
other things which men under the codperative program ordinarily 
concern themselves with, are not in the realm of things which are 
patentable. ... In this day and age of high-class engineering research 
and design, such developments as do eventually become patentable are 
by no means the product of the minor suggestions and ideas that are 
conceived in shops by the ordinary run of mechanics.”’ 


I have been asked, what indications come from suggestion 
schemes as to the basis of the stratification of men in indus- 
try? The answer may begin with a quotation from the 
British correspondent through whom I secured data from 
Establishments Nos. 13 and 15 in 1926: 


“Tn this country, at all events, where social stratification is still very 
marked even in the most democratically managed works, there is a 
very strong inclination for the workers to accept the situation without 
much comment or constructive thought — except where intolerable 
conditions or attacks upon wages or hours lead to mass action. They 
are nervous about offering suggestions as individuals, and not inclined 
to bother. 

“At the same time, I entirely agree with [the view of our Shop 
Steward, expressed in an enclosed note] that there is a vast untapped 
potentiality in this direction. I believe that in both the schemes of 
which I have sent you examples, the failure to obtain a freer flow of 
suggestions must be charged against management and not against the 
workers.” 


At Establishment 13, accordingly, an attempt was then made 
to put new vigor into the suggestion scheme. A joint com- 
mittee, for example, was set up to pass upon suggestions, and 
it was empowered “to recommend consolation prizes for 
suggestions showing special thought and ingenuity.”’ The 
record has improved during the past five years, but not to 
any startling extent. 
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In short, many efforts— some of which, at least, have 
been earnest, honest, and intelligent — have been made by 
employers to generate and release better ideas in more 
employees; but the ideas they have thus far received have 
been, on the whole, conspicuous for quantity rather than 
quality. In exceptional cases raw laborers may solve prob- 
lems which have baffled the staff specialists. These are 
important results, but by themselves they are too infrequent 
to justify the outlays necessary to maintain the suggestion 
systems. Many methods, of course, remain untried; perhaps 
somewhere among them lies the Open Sesame. The handicaps 
of the wage-earners, even in the best of the situations we have 
been considering, are obvious enough. Their energies are 
spent on routine toil, to a much greater extent than are those 
of the salaried executives and specialists; their general oppor- 
tunities for intellectual development are also much less favor- 
able from infancy; they lack broad knowledge of industry; 
and they have a suspicion, often well-founded, that appraisal 
and reward of suggestions is biassed. A further handicap is 
the inability of many executives, all along the line, in spite 
of their own best efforts, to recognize the merits of revo- 
lutionary ideas produced by subordinates. If and when these 
obstacles are materially reduced, we may have more crucial 
practical tests in industry as to the downright mental ability 
and gumption of the common man. 


VI 


But even if the ‘‘technical’’ capacity of ordinary employees 
is something considerably less than an overlooked gold-mine, 
what may we conclude about the non-technical functions of 
suggestion schemes? Are there by-products in the way of 
placement and education and morale, which, added to the 
technical discoveries, make the plans important instruments 
in industrial relations? These other accomplishments, unfor- 
tunately, are even more difficult to evaluate satisfactorily 
than are the technical properties of the suggestions. This 
difficulty, and the further obvious fact that some employees 
and some supervisors are bound to be disgruntled by the 
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operation of any suggestion scheme, particularly while it is 
new, enable us easily to understand why such plans are still 
in the experimental stage. 

As we have seen, there are three important conditions of 
employment to which suggestion plans are somewhat rele- 
vant; namely, grievances, discovery of employees worthy of 
promotion, and improvement of workers’ services by enlist- 
ment of their interest and coéperation. The ventilation of 
grievances needs systematically to be assured, even with the 
best of personnel officers and foreman-training. While a 
suggestion scheme doubtless may be useful for this purpose, 
other sorts of joint-conference machinery seem better 
adapted. The placement-function, too, of suggestion schemes 
seems of rather minor consequence, in spite of much loose 
talk about it. I judge that the people in charge of the 
systems usually have their hands full with other problems; 
and even if they are sharply on the lookout for placement- 
opportunities, such opportunities turn up so rarely that no 
quantitative exhibit is available. Some companies, as we have 
seen, keep the suggestion-history of each employee on his 
employment record, so that it may be considered, along with 
many other items, in making any change in his status; but 
how much it counts, or ought to count, is not made clear. 
Quite possibly we have here a means of some potential im- 
portance to open further the career or road to talent. 

Tho the two functions just discussed are of some impor- 
tance, their significance seems overshadowed by the third; 
making the employee more competent by making him more 
interested — by striking with the training-hammer while 
his interest is hot in pursuit of a suggestion reward. The 
posters and other ballyhoo of the suggestion plan may stimu- 
late him to think about and around his job (in itself an edu- 
cative process) ; the plan may offer him advice and assistance 
with the drawing and language required; and finally an offi- 
cial may pat him on the back for what he has done and explain 
to him also what he hasn’t done. In this way his total skill 
may be continually increased, and his interest kept warm, 
even tho he never makes an invention of more than a very 
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minor sort. Apparently this function has been proved in 
practice just enough so that its importance is not wholly 
speculative. President Daniel Willard has remarked, for 
example, ‘While the practical suggestions which have been 
made and adopted . . . have been of substantial value, even 
so, to my mind, they are relatively unimportant when com- 
pared with the feeling of respect and confidence resulting also 
from the practical application of the plan.’”’* Some evidence 
was also given above (p. 000) to the effect that the manner 
of dealing with individual suggesters is a master-key to the 
success of a plan. No doubt when people speak of the “per- 
sonal touch” in this connection, they are often thinking 
mainly about the diplomacy which is required to convince 
suggesters that they have been fairly treated. But the poten- 
tial réle of suggestion-managers is surely much greater than 
this. They have large opportunities for instructing sug- 
gesters in the whys of the business, and for maximizing the 
fun of informed and creative thought. Such possibilities can 
scarcely be realized through the use of printed forms plus the 
personal activities of suggestion-secretaries who are little 
more than routine clerks. The line of least resistance often 
leads to just this combination. The interest-function which I 
am now emphasizing apparently would call for some sort of 
self-conscious suggestion scheme, even if group appeals and 
other indirect incentives should provide more satisfactory 
motivation than individual cash rewards. And from this 
standpoint the common policy of basing rewards partly on 
the effort and ingenuity shown, as well as the cost-reduction 
effected, may perhaps be abundantly justified. 


Z. CLARK DICKINSON. 
UNIVERSITY OF MICHIGAN 


4, Baltimore & Ohio Magazine, Feb. 1930, p. 17. 
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667. — Conclusion: the differentials a special case of equalization in 
rate-making, 669. 


I 


The antecedents of the port differential controversy date 
back to the beginning of our national life. Ever since the 
opening up of the region west of the Alleghenies, following the 
close of the Revolution, the four great north Atlantic sea- 
ports have vied with one another for the largest possible share 
of the trade with the interior. At the outset the cost of trans- 
portation to and from the West was prohibitive, except for 
articles of high value in proportion to their bulk. Effective 
commercial intercourse was impossible until the completion 
of the Erie Canal in 1825. An important consequence of the 
opening of this waterway was the very great lead commer- 
cially which New York obtained over the other north Atlantic 
ports. In the contest for the trade with the West the momen- 
tum of an early start in the pre-railroad era told heavily in 
favor of that city, and constitutes a substantial part of the 

explanation of its present supremacy. The importance of 
this fact for the matter in hand will appear presently. 

The demonstration of the railroad as a practicable mode of 
transportation gave the ports other than New York an oppor- 
tunity to meet, in some measure at least, the advantage 
which the latter city possessed in being the terminus of the 
Erie Canal-Hudson River route. By 1860 the dominance of 
the railroads over inland waterways was complete, and there- 
after the rivalries of the north Atlantic gateways came to be 
expressed in the competition of the railroads serving them. 
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In this competitive situation is to be found the origin, funda- 
mentally, of the port differentials. At the outset the trunk 
lines had but one seaboard terminus each. The New York 
Central and Erie terminated at New York; the Pennsylvania 
at Philadelphia; and the Baltimore and Ohio at Baltimore. 
If the relative rates to the three seaports were so adjusted 
that traffic flowed to New York rather than to Philadelphia 
or Baltimore, the lines serving the latter cities were irrepar- 
ably the losers. The attempts of each of the carriers to 
attract to itself the largest possible volume of traffic led to 
frequent and severe rate wars. 

Contests of this sort began after the completion of the 
Baltimore and Ohio to Parkersburg, West Virginia, in 1857. 
This extension gave another outlet to territory previously 
tapped (in 1853) by the roads which were later combined 
into the New York Central network. In 1858 the lines which 
subsequently became part of the Pennsylvania system opened 
still another outlet. These struggles became particularly 
bitter when new through routes to the seaboard were opened 
with the entrance of the Baltimore and Ohio and Grand 
Trunk railroads into Chicago in 1874. The Pennsylvania and 
New York Central had already been slashing rates upon the 
establishment of their through service to the same city in 
1869. Port differentials were established in an attempt to 
secure relief from rate wars by putting the carriers serving 
the north Atlantic seaports on an even footing in their compe- 
tition for traffic with the West.' The acceptance of this rate 
adjustment was the result of a compromise in which the 
roads desiring the adoption of the MacGraham percentage 
system for rate making in eastern territory secured that 
object in return for acceding to the demand of other lines for 
rates differentially lower to Philadelphia and Baltimore 
than to New York.’ 

1. This view is shared by Albert Fink, the Thurman Commission of 
1882, the Interstate Commerce Commission, Professor W. T. Jackman, 
and others. 

2. See on this point, W. Z. Ripley, Railroads: Rates and Regulation, 


pp. 361-62 and Eliot Jones, Principles of Railway Transportation, 
pp. 153-55. 
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The port differentials were made to apply only to a par- 
ticular area, from which the traffic of the trunk lines was 
considered competitive. This region, known as “differential 
territory” or “Central Freight Association (C. F. A.) ter- 
ritory,” is roughly bounded on the east by a line drawn from 
Buffalo to Pittsburgh, on the south by the Ohio River, on 
the west by the Mississippi River, and on the north by the 
Great Lakes and a line drawn from Milwaukee, Wisconsin, 
to Dubuque, Iowa. The reason for the application of the 
differentials to this particular territory becomes clear when 
it is considered that as late as 1882 over four-fifths of the 
eastbound trunk line traffic originated not farther west than 
Illinois.* The states of Ohio, Indiana, and Illinois constituted 
the great grain growing area of those days, and that grain 
constituted the bulk of the eastbound trunk line tonnage. 
However, the differentials in fact apply not only to traffic 
originating in this region, but also to all traffic passing through 
it on the way to the seaboard. 

The first differentials on record date from 1869, and were 
on grain; 10 cents per 100 pounds under New York to Balti- 
more, and 7 cents per hundred pounds to Philadelphia. 
These disparities have been subject to very frequent change, 
but the adjustment set up by the Differential Rate Agree- 
ment of April 5, 1877, is, with a single important modifica- 
tion, the one existing at the present time. The important 
features of the present structure are as follows: export rates 
to Philadelphia are 2 cents per 100 pounds below New York 
on the six classes, and import rates are on a scale of 6-6-2-2-2-2 
cents per 100 pounds below those to the latter city. Export 
rates to Baltimore are 3 cents per 100 pounds below New 
York, and import rates are on a scale of 8-8-3-3-3-3 cents 
below the latter city. Prior to the decision of the Interstate 
Commerce Commission in the Eastern Class Rate Investiga- 
tion on May 13, 1930,‘ these differentials applied in the case 
of domestic traffic also. Export and import commodity rates 
are 2 and 3 cents per 100 pounds below New York in the case 


§ 3. Ripley, op. cit., p. 20. 
i 4. 1641. C. C. 314. 




















NORTH ATLANTIC PORT DIFFERENTIALS 647 


of Philadelphia and Baltimore respectively. Export and 
import class rates applying to and from Boston and New 
York are equal, and the westbound domestic rates from the 
two cities are also the same. 

In so far as the export and import rates to and from the 
Hampton Roads ports bear a definite relation to those apply- 
ing in the case of the gateways farther north, they are on the 
Baltimore basis. Export rates to Montreal, except on live- 
stock, are on the Philadelphia basis.’ Those to St. John and 
Halifax are the same as to New York. Import class rates 
from these three Canadian ports are the same as from Balti- 
more. On coarse grain and wheat and on iron and steel 
articles the differentials are 1 cent per 100 pounds in favor of 
Philadelphia and 1.5 cents per 100 pounds in favor of Balti- 
more and the Hampton Roads cities. On export flour the 
differentials are 1 cent and 2 cents per 100 pounds, respec- 
tively. On ex-lake grain for export the rates from Buffalo, 
Erie, and West Fairport to New York, Boston, and Hampton 
Roads are equal, while to Philadelphia and Baltimore they 
are .5 cent per 100 pounds lower.® 


II 


As a preliminary to the consideration of the treatment, 
by the Interstate Commerce Commission and its forerunners, 
of the preblems presented by the rate structure above out- 
lined, it may be well to sketch the grounds upon which this 
adjustment has been assailed and defended. The case 
against the differentials may be summarized as follows: 

1. They cannot be justified on the ground that Philadel- 
phia and Baltimore have an advantage in distance over the 
other north Atlantic gateways, because equal or greater dif- 
ferences in distance are frequently disregarded elsewhere. 
Boston claims that if these cities are entitled to the advantage 
of their location, it should have similar recognition as against 
Halifax, St. John, and the south Atlantic and Gulf ports. 

5. On livestock, New York rates apply. 


:6. No rates are published on this traffic from Erie or West Fairport 
to Boston, and none from West Fairport to New York. 
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2. They cannot be defended as applied to the ex-lake grain 
traffic, since the differences in distance from Buffalo to New 
York, Philadelphia, and Baltimore are very small. , 

3. They cannot be based on lower line-haul cost of service 
to Philadelphia and Baltimore, because the shorter distance 
to those ports is offset by the much easier grades of the 
Mohawk Valley route to New York. Boston claims that the 
contention that operating costs are higher in New England 
than elsewhere in eastern territory is not applicable to the 
routes over which the export and import traffic of that city 
moves. 

4. They have diverted traffic to Philadelphia and Balti- 
more, resulting in a sharp absolute decline in Boston’s 
exports and a relative decline in those of New York. 

5. Their object, as stated in the Differential Rate Agree- 
ment of April 5, 1877, is to equalize the through rates from 
the interior to Europe via all the north Atlantic gateways, 
but this result is not being achieved because of the equaliza- 
tion of ocean rates to those ports. Equalization of rail rates 
to all four of these centers is required, therefore, in order to 
conform to the purpose of the differentials as stated in the 
above-mentioned agreement. 

6. They are no longer needed to offset the disadvantages 
under which Philadelphia and Baltimore formerly labored as 
compared with New York, the early deficiencies of the former 
cities having been remedied. In addition, they have certain 
advantages not possessed by New York. 

This contention has sometimes been stated in converse 
form, to the effect that the differentials counteract or partly 
nullify certain natural and acquired advantages of New York, 
and were, indeed, intended to do so. Among the advantages 
of the latter city to be offset are the superior ocean service, 
the greater concentration of business and accumulation of 
wealth, location at the terminus of the Erie Canal-Hudson 
River route, and the like. Boston urges that it has as good a 
claim to differentials on this ground as have Philadelphia 
and Baltimore. 

7. They originated in an attempt to avert rate wars, and 
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were established by compromise among the carriers without 
due reference either to transportation conditions or to the 
- rights of the respective ports. 

8. They violate Article I, Section 9, of the Constitution 
of the United States, which provides that no preference shall 
be given to the ports of one state over those of another. 

9. They are not in harmony with the policy of Congress 
to foster and keep vigorous both rail and water transporta- 
tion as stated in Section 500 of the Transportation Act of 
1920 and Section 8 of the Merchant Marine Act of 1920. 
The Boston interests contend that the differentials have 
caused the decline in waterborne commerce of that port, and 
that this is thwarting the Congressional policy in question. 

10. They violate Section 3 of the Interstate Commerce 
Act, in that they unduly favor certain localities and unduly 
prejudice others. This is the chief legal ground of objection 
to the differentials. It has also been claimed that they violate 
Sections 1, 2, and 4 of the same act, which relate to reason- 
ableness of rates, discrimination, and the matter of long and 
short haul policy, respectively. 

The case in defense of the differentials may be summarized 
as follows: 

1. They constitute proper recognition of the geographical 
advantage possessed by Philadelphia and Baltimore in the 
way of shorter distance from the interior. This is the argu- 
ment most relied upon. 

2. They are justifiable on the ground of lower line-haul 
cost of service to the cities in question than to New York. 
The easier grades of the Mohawk Valley route are more than 
offset by the shorter distance, cheaper coal, and greater con- 
centration of local traffic enjoyed by the lines to Philadelphia 
and Baltimore. 

3. Ex-lake grain comes primarily from territory to which 
combination rates over all rail routes, reflecting the full dif- 
ferentials, apply. The mere substitution of water movement 
for rail transportation from the western lake ports to Buffalo 
should not deprive Philadelphia and Baltimore of differen- 
tials based on the rail service from that city. 
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4. The differentials are not responsible in any substantial 
way for the absolute decline in grain exports at Boston or 
the relative loss at New York. The difficulties of the former 
are attributable partly to Canadian competition, but largely 
to its inability to compete successfully with the latter on 
equal through rates. If the combined rail and ocean rates 
were equalized via all the north Atlantic gateways, Phila- 
delphia and Baltimore would merely be placed in Boston’s 
position with no compensating gain to the latter city. The 
relative decline in the grain exports of New York is primarily 
attributable to the growth of the Canadian and Gulf ports. 
5. They are needed to keep Philadelphia and Baltimore on 
something like an even footing with New York in competition 
for traffic. The advantages of the latter city are such that 
under equalization the other north Atlantic ports would 
secure only that export and import traffic which New York 
was physically unable to handle. The real object of the dif- 
ferentials is to equalize, not the through rates, but the 
advantages of transportation via the several ports. 

6. The absorption by the carriers of the cost of the expen- 
sive lighterage and flotage services at New York justifies a 
rate differentially lower to Philadelphia and Baltimore, where 
the similar charges absorbed by the carriers are not as heavy.’ 

7. The differentials are substitutes for larger differences 
in rates, to which Philadelphia and Baltimore are logically 
and justly entitled on the basis of transportation conditions. 

8. The carriers have made a substantial concession in 
equalizing Boston with New York on export and import 
traffic, in view of the longer distance and higher operating 
costs to the former city. Therefore, Boston cannot properly 
object to the action of the railroads in recognizing the dis- 
tance advantage of Philadelphia and Baltimore. 

9. The differentials are justifiable on the ground of carrier 
competition. This is an argument which has been frequently 

7. In Baltimore Chamber of Commerce vs. Ann Arbor R. R. Co., 
et al., 159 I. C. C. 691, December 3, 1929, it was argued that the Balti- 


more differential did not adequately reflect the lower terminal costs of 
that city. 
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used by the Commission in recent decisions. The rates to 
Philadelphia and Baltimore are controlled by lines other than 
those controlling the rates to New York. In a competitive 
situation of this sort, adherence to a strict distance basis is 
not necessarily required; and the carriers may, within limits, 
depart from it by equalizing rates or establishing differentials 
without violating Section 3 of the Interstate Commerce Act. 


III 


The making of the Differential Rate Agreement of 1877 
was followed during the succeeding years by numerous rate 
wars, and it soon became evident that the differentials were 
not generally satisfactory either to the carriers or to the 
respective ports. The railroads therefore decided to submit 
the matter for arbitration to Albert Fink, at that time Trunk 
Line Commissioner. His report was made December 1, 1881. 

In the opening section of the Fink Report there is an excel- 
lent statement of the object which the differential adjust- 
ment seeks to achieve and of the fundamental difficulties 
involved. Fink contended that the object of the differentials 
was to adjust the relative charges for transportation by rail 
to the seaboard cities in such a way as to give each of the 
competing carriers a fair share of the traffic, at the same time 
avoiding unjust discrimination against any of the ports and 
keeping all of them on an even competitive footing in their 
efforts to secure traffic. He recognized that the first difficulty 
met with in solving this problem was that no one had, or 
could have, any definite idea of what constituted an equitable 
distribution of the competitive business, and that the only 
conviction strong in the mind of each of the interested parties 
was that it should have all that could be secured. The second 
difficulty was that, even if an equitable division of the traffic 
could be agreed upon, it would be impracticable and impos- 
sible to determine in advance the relative transportation 
charges that would result in the desired distribution. The 
clear recognition of these fundamental difficulties at the 
outset is one of the merits of the report, and it is necessary 
to bear them constantly in mind. 
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Concerning the general principles underlying rate making, 
with reference to the problem in hand, Fink merely stated 
that, while the distance principle was the correct one, ab- 
stractly considered, it was, and had to be, in many cases 
subordinated to considerations of competition. He recognized 
that the trunk lines were simply links in the through route 
between common points of competition in this and foreign 
countries, and that the portion of the through rate which 
they could charge must be determined with regard to compe- 
tition in the export trade. He also realized that ocean rates 
were a complicating factor. His conclusion was that the 
instability of those rates, the want of information regarding 
those being charged to all points of competition, and the 
impossibility of determining the exact differences in them as 
among the several ports at any one time made the principle 
of adjusting the inland charges to the disparities in ocean 
rates entirely impracticable, even if it were accepted as cor- 
rect in theory. There are some significant passages, however, 
which seem to indicate that Fink believed that the object of 
the differentials was to keep all the cities on an even com- 
petitive footing by equalizing, not the through rates, but the 
advantages of transportation via all the ports. 

In general, distance and cost of service play a very minor 
part in Fink’s argument. If there is anything that could be 
called a principle advocated in his report it would be the 
competitive principle. Indeed, competition is in effect set up 
not asa means toward an end, but as a desirable end in itself. 
In his view the differentials originated in the rivalry of the 
carriers and found their justification partly in that they helped 
to prevent rate wars, and more especially in that they served 
to keep the ports on an even competitive footing. On these 
grounds he recommended that they be left undisturbed. 

The Fiok Report was not satisfactory to the commercial 
interests of the cities concerned and they pressed for further 
investigation. In response to their demands the trunk lines 
designated as an arbitrating and advisory commission the 
Honorable Allen G. Thurman, the Honorable Elihu B. Wash- 
burne, and Judge Thomas M. Cooley. Their report was 
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rendered July 20, 1882. In general, it marked no appreciable 
advance over that of Albert Fink in the attempt to solve the 
problem in hand. Like the latter, it recommended that the 
differentials be left in the status quo, and on the same 
grounds. 

Among the first cases to come before the Interstate Com- 
merce Commission were those involving the New York- 
Boston rate relationship. The tribunal approved the equal- 
ization of the two cities as regards export rates, apparently 
because of a desire to maintain competition between them 
in the handling of foreign trade;* but it rejected the request 
of the Boston interests for the abolition of the eastbound 
differentials above New York on domestic traffic, principally 
on the grounds of the lower cost of operation to the latter 
city and its right to retain the benefits of its natural and 
acquired advantages. The port differential controversy 
proper was initiated by the New York Produce Exchange Case 
in 1898.1 The contest centered on the differentials as applied 
to grain, flour, and provisions. Boston interests took no part 
in the proceeding. The Commission left the adjustment un- 
changed. The second leading decision was the North Atlantic 
Ports Case in 1905.2 This was an investigation on the Com- 
mission’s own motion, and included all four of the leading 
north Atlantic gateways. The differentials on export flour and 
on ex-lake grain were reduced to their present amounts, and 
the latter were made applicable to Philadelphia as well as to 
Baltimore. Otherwise, the adjustment was left undisturbed. 
The carriers had already, in 1899, voluntarily cut in half the 
differentials on grain, grain products, and iron and steel 
articles. 


8. In the matter of the Export Trade of Boston, 1 I. C. C. 24, 1887. 

9. Boston Chamber of Commerce vs. The Lake Shore and Michigan 
Southern Ry. Co., et al., 1 I. C. C. 436, 1888; Toledo Produce Exchange, 
et al. vs. Lake Shore and Michigan Southern Ry. Co., et al., 5 I. C. C. 
166, 1892; Edward Kemble vs. Boston and Albany R. R.., et al., 8 I. C.C. 
110, 1899. See also the Eau Claire Case, 5 I. C. C. 264, 1892. 

1. New York Produce Exchange vs. Baltimore and Ohio R. R. Co., 
et al., 7 I. C. C. 612, 1898. 

2. In the matter of Differential Freight Rates to and from North 
Atlantic Ports, 11 I. C. C. 13, 1905. 
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In general, these two decisions marked no substantial ad- 
vance beyond the positions taken by Albert Fink and the 
Thurman Commission. Little attention was given to con- 
siderations of distance or cost of service. The tribunal ex- 
pressed agreement with the statement that the object of the 
differentials was to equalize the through rates from the interior 
to foreign destinations via all the ports, altho the position 
which it actually took amounted to recognizing that it was 
not the rates but the advantages of transportation through 
the various gateways which were to be equalized. While it 
was recognized that the differentials originated in carrier 
competition and that the contests of the ports could not be 
considered apart from the struggles of the railroads serving 
them, the Commission seemed to rest its decision almost 
exclusively on considerations relating to the rivalries of the 
cities concerned. The differentials were justified primarily 
on the ground that they helped to maintain the several ports 
on something like an even competitive footing with regard 
to the handling of our foreign trade. This amounted to 
giving considerable weight to commercial conditions, or 
market competition, as a factor in rate making. It might 
also be regarded as typifying a particular sort of social welfare 
or public policy rate theory. 

The writer is inclined to agree with Professor Hammond 
that these decisions reflect an un-economic exaggeration of 
competition. As he points out, the framers of the Act to 
Regulate Commerce and those who voted for it may not 
have understood the consequences of unrestrained railway 
rivalry, “but there can be no doubt that they intended that 
the act should promote competition between carriers and 
between places, and that they placed reliance on competition 
as a rate-making force beneficent in its results.’’* It is impos- 
sible to tell how far this emphasis in the early cases repre- 
sented the views of the Commissioners and how far it merely 
reflected the spirit of the act and the decisions of the courts. 

It was not unnatural, therefore, that the Commission 


3. M. B. Hammond, Railway Rate Theories of the Interstate 
Commerce Commission, p. 109. 
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should experience a change of heart regarding this matter 
in the course of the next few years. A notable change in its 
viewpoint is indicated by the Chicago Board of Trade Case 
in 1911,‘in which it refused to readjust the relationship be- 
tween the water-rail and all-rail rates on grain from the west 
to the Atlantic seaboard merely in order to enable more of 
that commodity to move through the Chicago market. The 
third of the leading differential cases was decided the follow- 
ing year.’ The ex-lake differentials on oats and barley were 
reduced to .2 cent per bushel, and it was provided that Boston 
import rates should not be lower than those of New York. 
Otherwise the adjustment was left intact, nor was it changed 
by the last two proceedings concerning it, which were decided 
in 1925 and 1929 respectively.® As already stated, the Eastern 
Class Rate Case of 1930 limited the application of the differ- 
entials to export and import traffic. 

The Commission in this group of cases, as in the earlier 
proceedings, was apparently unable to rest its decisions on 
distance or cost of service. This is made especially clear by 
its refusal, in the 1929 case, to increase the differentials in 
favor of Baltimore to reflect the differences in terminal costs 
as between that city and New York. An advance over the 
1898 and 1905 proceedings is indicated, however, in its justi- 
fication of the existence of the differentials as a legitimate 
result of, and concession to, carrier competition. In the 1912 
case the tribunal expressed itself very clearly on this point, 
as follows: 


“The competitive conditions at Baltimore and Philadelphia are 
created by these systems (The Baltimore and Ohio and Pennsylvania), 
and the rate situation to and from these ports is controlled by them. 
It was this control by these systems that led to the making of the dif- 


4. Board of Trade of the City of Chicago vs. Atlantic City R. R. 
Co., et al., 20 I. C. C. 504, 1911. 

5. Chamber of Commerce of the State of New York, et al. vs. The 
New York Central and Hudson River R. R. Co., et al., 24 I. C. C. 55, 
1912; Upheld upon rehearing, 27 I. C. C. 238, 1913. 

6. Maritime Assn. of the Boston Chamber of Commerce, et al. vs. 
Ann Arbor R. R. Co., et al., 95 I.C. C. 539, 1925; Upheld upon rehearing, 
126 I. C. C. 199, 1927; Baltimore Chamber of Commerce vs. Ann Arbor 
R. R. Co., et al., 159 I. C. C. 691, 1929. 
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ferential agreement. We do not recognize such an agreement as lawful, 
but the conditions which brought it about are as strong today as they 
ever were and we find now, as we found in the North Ailantic Ports Case 
supra, that the Pennsylvania and the Baltimore and Ohio have the 
lawful right to maintain lower rates to and from Baltimore and Phila- 
delphia than they contemporaneously maintain to and from New York. 
They would probably also have the right to make these rates the same 
to and from all of those ports if they chose to do so.’’” 


The only exception to this doctrine in this group of cases 
appears in the rehearing of the Maritime Case in 1927, in 
which it was held that the ex-lake differentials could not be 
justified as a result of carrier competition, because the same 
lines controlled the rates from Buffalo to New York, Phila- 
delphia, and Baltimore. 

It should be noted that it is not always clear whether the 
rates to rival centers are controlled by different lines. More- 
over, while this fact, when established, might justify a con- 
cession by way of equalization or the establishment of differ- 
entials, it provides no standard by which the Commission 
could determine the extent of such concession. Here we are 
thrown back on market competition and various public policy 
or social welfare considerations as guides. It might seem, 
therefore, that no advance had been made. Nevertheless the 
application of this principle would at least enable, and has 
enabled, the regulatory body to limit the class of cases in 
which it might feel constrained to grant concessions, by ex- 
cluding those in which rival centers were served by the same 
line or lines. In the latter situation rate relationships based 
on distance or cost of service could be imposed. For example, 
the Commission in 1920 prescribed grain rates 10 per cent 
lower to Portland, Oregon, than to the Puget Sound gateways 
from a considerable part of the Columbia River basin, basing 
its decision on the shorter distance and water-level haul to 
the former city and on the holding that the same lines con- 

7. 241. C. C. 55, op. cit., p. 75. 

8. Compare, for example, the majority and minority opinions in 
City of Oswego, N. Y., vs. Baltimore and Ohio R. R. Co., et al., 146 
I. GC. G. 293, 1928. 
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trolled the rates to the rival ports.? While distinctions of this 
sort may not commend themselves as scientific or as repre- 
senting an ideal policy, it is not likely that they could be 
avoided under a regime of privately owned competing carriers. 


IV 


Probably the leading argument of the Philadelphia and 
Baltimore interests in the differentials controversy has been 
that those cities are entitled to lower rates because of their 
distance advantage over New York and Boston. The Com- 
mission, however, has insisted that, to the extent possible, 
distance comparisons should be corrected to measure differ- 
ences in cost of service. Consequently rather frequent refer- 
ence to this matter appears in its reports and proceedings in 
these cases. 

As might be expected, however, there are very little rele- 
vant and specific statistical data available on this topic, and 
such data as are at hand render very little assistance in 
determining the proper relativity of rates on the particular 
routes concerned. The writer, at least, has been unable to 
draw definite conclusions. While we should expect lower 
operating costs on the level route of the New York Central 
to New York than on the lines to Philadelphia and Baltimore, 
an average of the costs on all the roads serving that city from 
the west would give a different result. Moreover, the com- 
parative traffic densities of the rival routes constitute an 
important consideration and render cost comparisons of very 
doubtful value. For, to the extent that decreasing costs pre- 
vail, expense per ton-mile reflects the size and degree of 
utilization of the plant; but this, in turn, depends largely 
upon the rates charged, through the influence of the latter 
on the volume of business. In the 1929 differential case, in 
which the most attention was paid to this matter, the evi- 
dence consisted for the most part of general statements by 
operating officials, based on personal observation and opinion, 

9. Inland Empire Shippers League vs. Director General, Oregon- 


Washington R. R. and Nav. Co., et al., 59 I. C. C. 321, 1920; Upheld 
in 62 I. C. C. 633, 1921; 107 I. C. C. 110, 1926; 164 I. C. C. 619, 1930. 
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concerning the operating conditions on the lines from dif- 
ferential territory and Buffalo to New York and Baltimore 
respectively.! Against the water-level route of the New York 
Central there was set the cheaper fuel and greater density of 
local traffic enjoyed by the lines farther south. Similar evi- 
dence was introduced in the Maritime Case concerning the 
operating costs on the lines from Albany to the New Eng- 
land seaports.? It seems likely, however, that the dominance 
of carrier competition in this controversy, rather than the 
limitations of the evidence, has been largely responsible for 
the subordinate emphasis given by the Commission to the 
factor of line-haul costs. 

A factor which played a prominent part in the differential 
case of 1929 was the matter of terminal costs at the north 
Atlantic ports, and especially the expense of lighterage. The 
Baltimore interests contended that the differentials should be 
increased so as to reflect at least a part of the excess of ter- 
minal costs at New York over those at the outports. The 
limits of this paper preclude an examination of the evidence 
introduced concerning these outlays. Segregation of these 
expenses would seem to be desirable, but has apparently been 
prevented, in part at least, by the Commission’s unwilling- 
ness to disrupt the differential structure.* The disruption 
would arise from the fact that lighterage and flotage are 
classified among the accessorial services, the expense of which 
would be segregated and added to the line-haul rate. Hence 
the New Jersey cities in the New York metropolitan area 
would in effect enjoy a differential under Manhattan Island. 
This would seem to be of doubtful expediency in view of the 
fact that this area constitutes a single economic unit. 

Furthermore, it is suggested that there may be reasonable 
doubt as to whether lighterage and flotage are properly con- 

1. 159 I. C. C. 691, op. cit., 1929; testimony, Vol. 1, p. 68; Vol. 27 
pp. 128-29, 136-44, 194-96, 254-56. 

2. 95 I. C. C. 539, op. cit., 1925; testimony, Vol. 2, pp. 260-61, 277, 
280-82, 284-85; Report of the Commission, p. 553. 

3. In Re Charges for Wharfage, Handling, Storage, and Other Acces- 


sorial Services at Atlantic and Gulf Ports, 157 I. C. C. 663, 1929. See 
also 126 I. C. C. 199, op. cit., 1927. 
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sidered accessorial services. If they are not, they should be 
treated the same as switching.‘ Either all of the terminal 
expenses, including switching costs, should be segregated or 
only the outlays for accessorial services proper. In neither 
case would the differential adjustment be disturbed. If all 
the terminal expenses were segregated, there would be as 
much incentive to greater economy as would obtain if lighter- 
age and flotage were classified as accessorial services and 
their expense separated.’ In any event the Commission has 
in a considerable number of cases consistently refused to 
make terminal expenses determinative of the rate relation- 
ships which should exist among ports.® 

The evidence in the differential cases as to the comparative 
cost of ocean transportation from the several north Atlantic 
ports to Europe was fragmentary and inconclusive. The 
difficulty with the data relating to ocean vessel costs is much 
the same as that arising in connection with railroad line-haul 
costs. Expense per ton of cargo carried depends in consider- 
able part upon the volume and balance of traffic available, 
but these factors in turn depend in large measure upon the 
rates charged. The mere fact of shorter sailing time makes 
the cost of vessel operation from Boston to European ports 
less than from New York, but it would appear that the 
larger volume and better balance of traffic now enjoyed by 
the vessels serving the latter port largely offset this advantage. 
By the same token it would seem that the cost is at present 
appreciably higher in the case of the Philadelphia and Balti- 
more services, since they require a longer sailing time and 

4, The Supreme Court has held that they are not accessorial services. 
United States vs. Baltimore and Ohio R. R: Co., 231 U. 8. 274, 1913. 
In an earlier case the Commission definitely took this position. Federal 
Sugar Refining Co. of Yonkers vs. Baltimore and Ohio R. R: Co., et al., 
17 I. C. C. 40, 1909, at p. 46. See also H. B. Fuller, The Act to Regulate 
Commerce Construed by the Supreme Court, p. 224. 

5. This would seem to meet Professor Fair’s point in his article ‘‘The 
Interstate Commerce Commission and the Railroad Terminal Problem,” 
this Journal, Vol. 44, pp. 462-92. Professor Fair assumes that lighterage 
and flotage are accessorial services. 

6. 1 I. C. CG. 436, op. cit., 1888; 5 I. C. C. 166, op. cit., 1892; 24 


I. C. C. 55, op. cit., 1912; 129 I. C. C. 350, 1927; 142 I. C. C. 23, 1928; 
159 I. C. C. 691, op. cit., 1929. 
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also lack the aforementioned advantages enjoyed by the lines 
serving New York. 

The matter of ocean rates has occupied a prominent place 
in the port differential controversy, and the testimony in 
the various proceedings was various and to some extent con- 
flicting. During 1916 the Shipping Board took the initiative 
in establishing equal minimum rates from all the north 
Atlantic ports, and this policy was adopted by all the lines 
in the north Atlantic United Kingdom and Continental con- 
ferences. The last bit of information available concerning 
the pre-war relation of ocean rates as between Boston and 
New York seems to be a remark by the Commission in the 
1905 case to the effect that the rates in question had become 
practically equal. In view of the fact that Boston continued 
to complain of losing business during the years subsequent 
to 1905, and in the absence of definite evidence to the con- 
trary, it would seem fair to conclude that there was practically 
an equalization of these rates during the decade or more prior 
to 1914. It follows, therefore, that the post-war equalization 
of rates did not materially alter the situation already exist- 
ing between these two ports. 

On the other hand, it is fairly clear that there were higher 
rates to and from Philadelphia and Baltimore than to and 
from New York prior to the war, at least at certain times and 
on particular commodities; from which it follows that the 
post-war equalization does represent some change from the 
previous situation. It is manifestly impossible to measure 
the extent of this change, or to determine how far the present 
equalization is attributable to the policy initiated by the 
Shipping Board and how far it may be ascribed to the in- 
creased severity of steamship competition since the war. In- 
asmuch as the equalized rates are only minimum rates, apply 
only to the principal north European ports, are observed only 
by the conference lines, and do not apply on a considerable 
number of commodities, including the important commodities, 
grain and grain products, it seems reasonable to conclude that 
the latter factor was at least as much responsible for the 
equalization as the former. 
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With regard to the question of the relation of the differ- 
ences in ocean rates to the inland differentials, it can be said 
with some assurance that the existence of the latter is a pre- 
condition of the existence of the former, as a practical com- 
mercial proposition. In earlier days it is probable that the 
addition of all or nearly all of the amount of the inland dif- 
ferentials to the ocean rates may have been necessary in 
order to draw vessels to Philadelphia and Baltimore. With 
the improvement of the harbors of and approaches to those 
ports, the perfecting of steam navigation, and the rise of 
competition, it is likely that before long the steamship lines, 
when they were able to add to their rates at all, were both 
unable and unwilling to absorb the full amount of the inland 
differentials. 

Differences in the ocean rates applying in the case of the 
ports in question appear to have been possible only when the 
vessel operators formally or informally agreed to restrain 
competition. It is likely that the amount of these differences 
was more or less consciously fixed at something less than the 
amount of the rail differentials, in an attempt to draw busi- 
ness to Philadelphia and Baltimore. Likewise, it is probable 
that the post-war equalization can be maintained, not only 
because of the severity of steamship competition, but also 
because the lower through rates via the cities named than 
via New York give enough additional business to the steam- 
ship lines serving those ports to compensate them for the 
sacrifice involved in the lower rates. Indeed, it is believed 
that without such a rate adjustment Philadelphia and Balti- 
more could not compete successfully with New York; and 
no doubt the more shrewd among the vessel operators in 
making agreements acted on this principle. Probably the 
volume of business and amount of return load have always 
been the dominant considerations on the part of the steam- 
ship companies in their policies with regard to the differen- 
tials.’ 

7. The evidence upon which the conclusions of the foregoing para- 
graphs are based is, in part, as follows: 7 I. C. C. 612, op. cit., 1898, 


pp. 28-29; 11 I. C. C. 18, op. cit., 1905, pp. 25-27, 68, 69; 24 I. C. C. 
55, op. cit., 1912, pp. 64, 72-73; 95 I. C. C. 539, op. cit., 1925, testimony, 
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It will doubtless be asked, in view of what has just been 
said, why vessel operators do not recognize Boston’s advan- 
tage in ocean distance by lower rates, which would draw 
traffic to that port. This would seem to be the logical solu- 
tion of Boston’s difficulties. As already suggested, however, 
the opening of the Erie Canal made available a larger volume 
of tonnage for export at New York than at any other of the 
north Atlantic gateways, and this advantage has grown cumu- 
latively. Steamship lines doubtless estimate that, in spite 
of the longer sailing time involved, the larger volume and 
better balance of traffic at this port is more profitable than 
the business which would be developed at Boston if they were 
to shrink their rates to reflect the latter city’s advantage in 
ocean distance. Vessels also prefer to go to Philadelphia and 
Baltimore because the railroads have been able to maintain 
rates that induce traffic to move via those cities. Lack of 
steamship companies owned at Boston, reflecting in turn 
superior opportunities elsewhere, and particularly the severity 
of steamship competition since the World War, serve further 
to explain the failure to establish ocean rate differentials 
favoring that gateway. 


V 


It is now possible to discuss the main problem with which 
this paper is concerned, and to which the foregoing discussion 
is preliminary, namely, the probable results of equalizing rail 
rates to the four leading north Atlantic ports. New York 
parties have twice taken the initiative (in 1898 and 1912) in 
demanding that the differentials be abolished. Likewise, 
Boston interests, beginning with the 1905 proceeding, have 
persistently urged that this step be taken. In the case of the 
latter city this activity reflects the fact that the condition 
Vol. 2, pp. 315, 325-27, 332-33, 386; Vol. 11, pp. 2116, 2174; Vol. 13, 
pp. 2797, 2824-25; 126 I. C. C. 199, op. cit., 1927, testimony, Vol. 2, 
pp. 3168-69, 3176, 3220-21; Vol. 3, p. 3399; Petition of the Maritime 
Assn. of Boston Chamber of Commerce before the Shipping Board, 
November 1927, testimony, pp. 126-27; Petition, ibid., 1928, testimony, 
Vol. 2, pp. 362-63, 419; Port Differential Investigation, U. 8. Shipping 
Board, 1924, testimony, Vol. 3, pp. 426, 428. 
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of its export trade has for some years been the least satis- 
factory of any of the north Atlantic gateways. 

A great deal of evidence was introduced in the Maritime 
Case by the Philadelphia and Baltimore interests to the 
effect that the equalization demanded by Boston would, if 
granted, merely increase the business of New York at their 
expense, without materially aiding the complainant.’ Careful 
examination of the entire body of testimony in this proceed- 
ing indicates rather conclusively that the Boston interests 
were unable satisfactorily to answer this allegation.® This 
is significant, even tho this fact, taken by itself, furnishes no 
grounds for denying the complainant’s petition. 

It is the writer’s belief that Boston probably would not 
gain materially in foreign trade as a result of equalization of 
rail rates. The most that could be expected would be some 
increase in its share of the overflow of grain from New York 
at such times as there happened to be seasonal congestion 
there. On the other hand, the position of the latter city 
would be strengthened by such action. This conclusion is 
based, first, on the inability of the Boston interests satisfac- 
torily to explain how they expected to benefit from equal- 
ization (the point just mentioned), and second, upon the 
observed facts that that city has been unable to compete with 
New York under equal rail and ocean rates, and that the 
latter port has been able to retain the lion’s share of the 
foreign trade of the north Atlantic in spite of differentials 
favoring Philadelphia, Baltimore, and the Hampton Roads 
cities. In short, the export trade of Boston has declined, not 
because of the differentials favoring the latter gateways, but 
because of its lack of a rail or ocean differential under New 
York. 

The Commission has been cautious and rather non-com- 
mittal as to the probable results of equalization, but inclines 

8. 95 I. C. C. 539, op. cit., 1925; testimony, Vol. 6, p. 1264; Vol. 7» 
pp. 1434-35, 1474, 1501; Vol. 8, pp. 1555, 1573; Vol. 10, pp. 1771) 
1783-84; Vol. 11, pp. 2119-20, 2196, 2249, 2307. 

9. Ibid.; testimony, Vol. 1, pp. 54-55; Vol. 3, pp. 594, 670-71; 


Vol. 13, pp. 2690-91; 126 I. C. C. 199, op. cit., 1927; testimony, Vol. 1, 
p. 3011; Vol. 2, pp. 3240-41, 3244-47; Vol. 3, pp. 3387-88, 3291-92. 
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toward the position here taken.' Moreover, there is some 
evidence which, while not conclusive in itself, supports this 
view. The rate on export flour milled from ex-lake wheat 
was made the same from Buffalo to the four north Atlantic 
ports on January 10, 1921. The following table, showing the 
movement of this commodity since that date, needs no 
comment: 


NoumsBer or Cars or Export Fiour MILuep From Ex-Lake WHEAT 
Movine FroM BourraLto To Norts ATLANTIC Ports 


*January 10, 1921 to 


December 31, 1921 2561 17 41 0 
*January 1, 1922 to 
October 31, 1922 5524 26 72 0 
31924 8318 365 129 186 } 
31925 7928 344 114 116 


The basis of the present commercial dominance of New 
York, and of the probability of its position being further 
strengthened under equalization, is to be found in the first 
instance in the variety of its advantages over other ports. 
A witness testifying at the hearings on the Shipping Board’s 
Port Differential investigation in 1924 presented a convenient 
summary of these advantages, which, in substance, was as 
follows: 

1. The influence that cargo in volume has upon the estab- 
lishment and maintenance of adequate steamship service, it 
being axiomatic that volume begets volume. 

2. The frequency and regularity of steamship sailings 
and the superior and faster service, freight and passenger 
and joint passenger-cargo. 

3. The wide range of foreign ports served by regular steam- 
ship service. 

4. The superior banking facilities for financing exports and 
imports. 

1. 95 I. C. C. 539, op. cit., 1925, p. 563. 


2. 95 I. C. C. 539, op. cit., 1925, p. 571. 
3. 126 I. C. C. 199, op. cit., 1927; testimony, Vol. 5, p. 3781. 
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5. The shorter ocean distance to Europe than from the 
southern ports. 

6. The saving in interest charges by using the shorter and 
faster voyages from New York. 

7. The location of the headquarters of all the leading 
steamship lines, including those serving the outports. 

8. The location of export and import commission houses. 

9. The location of the commercial representatives of for- 
eign countries engaged in the export and import trade. 

10. The location of the export and import offices of ship- 
pers, rail and ocean carriers, and foreign buyers, thus afford- 
ing a meeting place for all of these interests. 

11. The volume of exports produced locally in the New 
York metropolitan district. 

12. The volume of exports moving locally into New York 
for storage, rehandling, and sale by local export commission 
houses. 

13. The volume of mixed-car movement of less-than- 
carload commodities on the basis of carload rates. 

14. The volume of imports consumed locally in the New 
York metropolitan district. 

15. Advantageous marine insurance rates and facilities. 

16. The availability of ocean rates on distress room. 

17. The strength of the east-and-west railroad lines in 
controlling export freight for their long haul from highly pro- 
ductive territory. 

18. The use of long-established trade routes and the port 
facilities incident thereto, which, as a whole, make the route 
through New York the line of least resistance. 

19. The New York State Barge Canal service. 

20. The existence of lake-rail and Barge Canal differential 
rates. 

21. The work of the states of New York and New Jersey, 
through the Port of New York Authority, in coérdinating 
and extending the facilities in New York harbor.‘ 

4. Port Differential Investigation, U. 8S. Shipping Board, op. cit., 


1924; testimony, Vol. 4, pp. 663-65. See also 95 I. C. C. 539, op. cit., 
1925; testimony, Vol. 12, pp. 2527-28. 
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All of these advantages in turn, however, go back funda- 
mentally to advantage of location. It was this center’s situ- 
ation as the gateway of the Hudson and Mohawk Valleys 
which enabled it to become the terminus of the Erie Canal- 
Hudson River route, the first means of transportation effec- 
tively to unite East and West commercially. The opening 
of this route gave a tremendous impetus to an already rapidly 
growing seaport, and the momentum of this early start in 
the pre-railroad era constitutes the foundation of its present 
commanding position. 

The grain brought to New York via the Erie Canal made 
available a larger volume of cargo for export than was avail- 
able at other ports. Consequently there were soon more 
vessels coming to that city than to the others in the north 
Atlantic, resulting in more frequent sailings to a greater 
number of destinations. This superior ocean service, plus 
the keenly competitive rates offered, not only retained for it 
the larger part of the country’s growing grain exports, but 
also made it the preferred port for the shipment of other com- 
modities as American foreign trade increased in variety. 

In the course of time commercial prosperity resulted in the 
concentration of a large population at this gateway, which 
in turn added to the quantity of available exports and pro- 
vided a market for a considerable volume of imports. Inci- 
dental to, and resulting from, this increase in population and 
trade there arose numerous external economies benefiting the 
commercial interests situated there. The point to be noticed 
is that the advantage of an early start had a cumulative effect 
on the growth of New York and on the external economies 
associated with that phenomenon; and that this spiral of 
increasing trade, industry, and population had been going 
on for a quarter of a century before the perfecting of the rail- 
road began to give other gateways an opportunity to com- 
pete successfully for a share in American foreign trade. Even 
in the railroad era New York, because of its established posi- 
tion, secured the advantage of becoming the terminus of 
numerous strong east-and-west lines especially interested in 
building up that port. 
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It will no doubt be asked why Boston did not see fit to 
complain of the state of its foreign trade during that part of 
the railroad era prior to 1905, while beginning with the pro- 
ceeding in that year it has consistently presented the steady 
decline in its exports in support of its plea for a change in the 
differential adjustment. The explanation is to be found in 
the fact that during the earlier of these periods Boston had 
the benefit of lower through rates from the interior to foreign 
destinations than had New York. In the first place, during 
most of the time down to 1896 the former city had appreciably 
lower rates to Liverpool. But in the 1905 proceeding the 
Commission reported that the ocean rates to Europe had 
become practically the same in the case of both ports. In 
the second place, railroad rates were admitted often to have 
been lower to Boston than to New York because of rebates, 
prior to the passage of the Elkins Act in 1903, or possibly 
until the passage of the Hepburn Act in 1906.5 This legis- 
lation made generally effective, as a matter of fact, the equal 
export and import rates which the two cities had possessed, 
as a matter of legal form, for some years. It is apparent, 
therefore, that during the period 1903-1906 Boston contem- 
poraneously lost its advantageous position as compared with 
New York as regards both rail and ocean rates. And 
the era of steamship consolidation, beginning with the Inter- 
national Mercantile Marine in 1901-1902, replaced lines 
managed by Boston interests by organizations interested in 
all the ports, which contributed to the latter city’s loss of 
its favorable ocean rates.® 

These grounds, for believing that New York rather than 
Boston would be the beneficiary of equalization, also point to 
the conclusion that the latter city would not benefit materi- 
ally, at least so far as export trade is concerned, from the 
development of Oswego, Ogdensburg, and Troy, New York, 
as new gateways for the trans-shipment of ex-lake grain. In 

5. 95 I. C. C. 539, op. cit., 1925; testimony, Vol. 4, p. 759; Vol. 13, 
p. 2594. See also Daish, J. B., The Atlantic Port Differentials, re- 
printing Fink Report, p. 30; 7 I. C. C. 612, op. cit., 1898, p. 649; 11 


I. C. C. 18, op. cit., 1905, p. 60; 20 I. C. C. 504, op. cit., 1911, p. 511. 
6. E. J. Clapp, The Port of Boston, pp. 94-95. 
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none of these cases is there contemplated a differential under 
New York — the necessary requisite for accomplishing the 
end sought. Under the Panama Canal Act the Rutland was 
forced to relinquish control of its steamship line from Ogdens- 
burg up the lakes. Were it in control of such a line, some 
improvement in Boston’s position could be looked for, even 
tho equal rates were maintained from Ogdensburg to the 
latter city and to New York, inasmuch as this carrier might 
then be better able to solicit traffic to be routed to and 
through Boston.’ The latter port would probably benefit also 
from the opening of the St. Lawrence waterway, tho not to 
the extent imagined by some.* The competition of New 
York, Halifax, and St. John would remain an important con- 
sideration. 

There is reason to believe that Boston counts upon chronic 
congestion at New York, which it expects to be a consequence 
of equalization, to increase its share of the overflow of grain 
from that city. Such an overflow as there now is apparently 
tends to go to Philadelphia and Baltimore because of the 
differentials.’ Counsel for the Philadelphia interests in the 
Maritime Case showed keen insight into the whole situation 
when he remarked: 

“And they (Boston) took what seems to me was a rather hard-boiled 
attitude when we asked them what is going to happen under this 
equalization to the Port of Philadelphia. And they would say: 

‘Well, of course, you will lose traffic, and you will lose traffic to 
New York, but we figure that none of us can get traffic until New 
York is choke full, and if this equalization goes through and New York 
gets choke full, as it will, the spill-over will fall Boston’s way as much 
as Philadelphia’s, and that is what we are interested in.’ ’’! 


Possibly the time will come when congestion of general 
traffic at New York will give an advantage to the rival ports. 
But so far as the movement of grain is concerned — and this 


7. The ownership by the New York Central of a 25 per cent interest 
in the Rutland might act as a deterrent. 

8. This remark applies particularly to H. I. Harriman, New England 
and the St. Lawrence Seaway. 

9. 126 I. C. C. 199, op. cit., 1927; testimony, Vol. 1, pp. 2922-23; 
Vol. 2, pp. 3240-41. 
1. Ibid., testimony, Vol. 5, p. 3753. 
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is the main issue in the controversy — this does not promise 
to become an important consideration in the measurable 
future, in view of the prospect of declining grain exports, the 
competition of the Canadian gateways, the movement of 
grain production into territory tributary to the Gulf, and the 
efforts of the Port of New York Authority and the carriers 
to improve the facilities in New York harbor. 

It is the writer’s opinion that the differentials represent a 
special case of the application of the equalization principle 
in rate-making. This is true in spite of the apparent fact that 
the rail rates are not the same, nor are the through rail-ocean 
rates equalized via the various gateways. What the differen- 
tials attempt to equalize is the advantages of transportation 
via the several cities.2 This is likewise the object of equal- 
izing rates to or through competing centers. Where the 
advantages of the competing termini with regard to non-rate 
factors are practically balanced, equal rates obviously accom- 
plish the same result as the differentials. The fundamental 
purpose of equalizing the advantages of transportation over 
alternative routes is, of course, to allow the respective carriers 
and the cities which they serve to compete on even terms for 
a share of the available traffic. 

It has been contended in the differential cases and by 
various writers, including even President Hadley, that the 
purpose of these disparities was to equalize the through rate 
via all the ports.* This view is apparently based largely on a 
statement to that effect in the Differential Rate Agreement 
of 1877. At the time of this agreement the vessels serving 
Philadelphia and Baltimore may have added most or all of 
the inland differentials to their rates. As already explained, 
however, there is reason to believe that from a very early date 
the through rail-ocean rates via those ports have been lower 
than via New York. Whatever the rail executives stated in 
the above agreement to be the purpose of the differentials, 

2. This reasoning is apparently accepted by Professor W. T. Jackman, 
Economics of Transportation, p. 494. 

3. H. B. Vanderblue and K. F. Burgess, Railroads: Rates, Service, 


and Management, pp. 133-34; A. T. Hadley, Railroad Transportation, 
pp. 97-98. 
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they could not have failed to realize that these disparities 
yielded the desired results only in so far as it was the advan- 
tages of transportation over the several routes which were 
equalized. This has been clearly indicated by the experience 
of Boston under equal through rates with New York. Those 
who fail to recognize these facts would seem to have miscon- 
ceived the nature and purpose of the differentials. The 
Commission seems, tacitly at least, to have taken the writer’s 
position. 

It follows from what has been said in the foregoing that the 
justification of the differentials depends upon the wisdom and 
necessity of the general policy of subordinating, in some 
measure, considerations of distance or cost of service in cases 
where carrier competition is the dominant factor. That this 
latter element has been of controlling importance in the 
differential proceedings is evidenced by the inability of the 
defendants in the controversy, of the early arbitrators, and 
of the Commission itself to uphold these disparities on the 
ground of distance or cost of service. In fixing the amount of 
these differences, however, the latter body has an opportunity 
to follow whatever principles of public policy it sees fit. 
Finally, as indicated in another connection, while the dis- 
tinctions made in the differential cases may not be scientific 
or in accord with ideal policy, it is not likely that they could 
be avoided under a regime of privately-owned competing 
carriers. 

R. W. HaRBEsON. 


Iowa Srate TEACHERS COLLEGE. 














STUDIES IN DEMAND: MILK AND BUTTER! 


SUMMARY 


I. Introduction — theoretical basis for deriving demand curves, 671. 
— II. Dealers’ demand for butter, 675. — Final consumers’ demand for 
butter, 681. — The part played by storage, 686. — III. Dealers’ demand 
for milk, 690.— Elasticity, 693. — Shifting, 694.— Conclusion, a 
simple method for determining demand under certain conditions, 696. 


I. INTRODUCTION 


WHEN certain facts are known in advance about the relation 
between the demand and supply schedules, the derivation of 
theoretical demand curves from the market data of prices 
and quantities becomes possible.? Altho each price-quantity 
point is usually the intersection of two instantaneous sched- 
ules, demand and supply, and is therefore on both the demand 
and supply curve, there are certain conditions under which 
the price-quantity points may be considered as lying on or 
about one or the other schedule. If it is known, for example, 
that the supply schedule has moved during the period in 
question, while the demand curve has remained relatively 
constant, then the price-quantity data may be looked upon 
as points on the demand curve, and vice versa. For the 
moving supply curve must, by the assumptions of equilibrium 
theory, move along the constant demand schedule, and the 
price-quantity points are its points of intersection with the 
stable demand curve. 

The demand schedule may also be determined if the supply 
of the commodity under discussion is a fixed quantity within 
the period of time considered. Supply is then not an inde- 
pendent factor, acting with demand upon price, but a depend- 

1. The present study is a continuation of the research upon demand 
carried on under the auspices of the Harvard University Committee on 
Economic Research. 

2. The literature concerning the theory of demand curves is con- 
stantly growing. The contributions most pertinent to the present study 
are: E. J. Working, Quarterly Journal of Economics, February, 1927; 
W. Leontief, Weltwirtschaftliches Archiv, July, 1929; E. W. Gilboy, 
Quarterly Journal of Economics, February, 1931. 
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ent factor, the movements of which result from the action of 
demand. Under these circumstances supply becomes a func- 
tion of demand, and is no longer an independent variable, 
working conjointly with the other independent variable, 
demand. In this case, as in the case just mentioned, the 
price-quantity points on a scatter diagram will cluster closely 
around a negatively inclined line, which may be assumed to 
be the constant demand schedule. 

For agricultural commodities as a whole, the supply sched- 
ule is usually dependent, in the sense defined above, within 
an interval of time.* When a crop has once been planted, its 
supply cannot ordinarily be changed, and it must be sold in 
accordance with the existing demand schedule. The farmer 
has no reservation price, but must put his supply upon the 
market or destroy his crops. Especially is this true for com- 
modities which are not easily stored, or which cannot be 
stored for any length of time. Even when the price is unfa- 
vorable to the producer, the adjustment of his production 
must lag for some time and is still subject to the unpredictable 
exigencies of the seasons.‘ In all probability, the negatively- 
inclined curves derived by different methods for agricultural 
commodities may be explained thus. In most cases they are 
at least approximate demand curves. The application of the 
same statistical methods to industrial commodities like iron 
and copper produces positively inclined curves, a fact which 
has puzzled many statisticians. But the reason is clear. 
Neither the assumption of a constant demand and a moving 
supply, nor that of a fixed and dependent supply can be 
made, and the resulting curve is not a demand schedule. 

In order to subject the above argument to empirical test, 
two commodities from the agricultural group were selected 


3. The dependence of supply in the case of many commodities is a 
point especially emphasized by Professor A. P. Usher of Harvard Uni- 
versity. He feels that commodities may be divided into two classes 
based on the criterion of the dependence or independence of the supply 
schedule. 

4. F. F. Liniger, ‘Seasonal Adjustments in Fluid Milk Areas,” 
Journal of Farm Economics, January, 1929, states that the adjustment 
of the milk production lags 2 to 3 years behind milk prices. 
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for study: butter and whole milk. All data other than sta- 
tistical were assembled first, in order to furnish an intelligent 
economic background for the interpretation of the available 
price-quantity material. 

Investigation of the dairy industry brought out the follow- 
ing pertinent facts. Throughout a given year the supply of 
milk is a varying quantity, depending upon the productivity 
of the cows. The supply reaches its maximum in the early 
spring and summer. The whole milk may be sold directly as 
such, or in the form of one of the many milk products, such 
as butter, cheese, ice cream, condensed milk, milk powder. 
Within a year, therefore, there are shifts in the supply sched- 
ules of these commodities, determined by the competing 
demands for each of the derived products and by the seasonal 
swings in the production of milk. In the spring of the year, 
for example, there is more milk available to be made into 
butter, and the whole butter schedule shifts to a lower level. 
Necessarily the milk to be made into butter is less in the 
winter months, and the schedule shifts in the upward direc- 
tion. Storage facilities modify these seasonal shifts in the 
case of butter, particularly for the supply available to final 
consumers. Thus the variation in the milk produced, plus 
the added possibilities of shifting due to competition among 
the alternate uses of milk, determines the amount of milk 
which will be made into butter. 

Once the butter is made, another factor enters. The butter 
must be sold, either for immediate consumption or for storage, 
and it must be sold in accordance with the existing demand 
schedule. At this stage supply becomes a factor dependent 
upon demand, and varies solely as a result of demand. The 
same is true of whole milk, except that storage is relatively 
unimportant. 

Altho the existence of a dependent supply, in the sense in 
which it is used in this paper, is fundamentally characteristic 
of all agricultural commodities, it is not so important in the 
case of milk and butter as is the shifting of the supply sched- 
ule which occurs within a year. The existence of such shift- 
ing, due in large part to the possibility of alternate uses of 
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milk, means that supply is more quickly adjustable to changes 
in demand than is usual for agricultural commodities. The 
dependent nature of the supply is not apparent until the 
supply schedule has become established. 

We have emphasized the existence of seasonal shifts in 
supply, but demand cannot be entirely neglected. Seasonal 
variation in demand is of relatively little importance as far 
as milk is concerned. In his study of the sale of whole milk 
in New York,® Mr. H. A. Ross found a decrease in milk sales 
in July and August, caused by the movement of people out 
of the city on vacation. This was counterbalanced in part 
by the tendency for people to consume more milk in hot 
weather. In other than a metropolitan area, the latter tend- 
ency would probably be more pronounced. Butter also 
exhibits a certain amount of seasonal variation in consump- 
tion. Miss Snodgrass found considerable seasonal variation, 
but it is not clear whether her figures are corrected for 
storage. Data procured in the course of the present study, 
which will be presented later, show very little variation in 
final consumers’ demand for butter during the year. It is 
apparent, in fact, that the seasonal variation in demand is 
less than the seasonal variation in supply both for butter and 
whole milk. The outstanding factor in the annual production 
and consumption of both commodities is the seasonal shifting 
of the supply schedule, necessitated by the fluctuations in 
the basic supply of milk, and by the competing demands for 
milk, resulting from the existence of alternative uses. 

If this analysis is correct, one would expect to find that 
weekly or monthly price-quantity data were distributed 
around a negatively inclined curve, which represented, 
approximately at least, the demand schedule for the year in 
question. The examination of similar data for a series of 

5. H. A. Ross, The Demand Side of the New York Milk Market, 
Cornell University Agricultural Experiment Station, 1927. F. F. 


Liniger, in the Journal of Farm Economics, January, 1929, states in 
more decided terms that the demand for fluid milk is constant through- 


out the year. 
6. K. Snodgrass, Margarine as a Butter Substitute, Food Research 


Institute, Stanford, 1930, p. 216. 
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years would then indicate the changes in the schedule over 
time, both changes in elasticity and shifting. A simple and 
effective way of determining the changes in the demand 
schedule for a period of time would be the result. No compli- 
cated statistical method would be necessary, and no ques- 
tionable assumptions concerning the effect of time would 
enter. It would be applicable only to commodities which 
undergo a distinct seasonal shifting in supply and demand 
within a year. Many, even from the agricultural group, 
would therefore be excluded. 

The remainder of this paper deals with the actual data for 
milk and butter and their interpretation. The reader can 
judge whether the data confirm the previous analysis. Most 
of the data have been taken from the reports on dairy sta- 
tistics published by the Bureau of Agricultural Economics. 
The data on butter refer to the net receipts of creamery 
butter at Boston, which is the distributing centre for New 
England.’ Other data for more recent years were obtained 
from the Boston subdivision of the Bureau. The data on 
milk are for the gross receipts at New York, which represent 
the consumption of the metropolitan area around New York 
as well as of the city itself.® 


II 

The average wholesale prices and the net receipts of 
creamery butter at Boston each month from 1899 to 1926 
form the greater part of the data used in the study of that 
commodity. The data were first plotted as time series. Use 
was made of the actual prices and of the prices corrected for 
changes in the general price level by the Bureau of Labor 
Statistics’ index of wholesale prices.? The actual price figures 
show a decided upward trend over the period, but this trend 
is practically eliminated when the prices are corrected by the 
general index of wholesale prices. There is no trend in the 

7. This fact was stated by the Boston subdivision of the Bureau from 
which more recent material was obtained. 

8. H. A. Ross, op. cit., see map of New York market, p. 5. 


9. The figures are not reproduced here, since they take up too much 
space in charts. 
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quantity series, altho the peak of receipts, usually coming in 
June, increases in amount toward the end of the period. 
Especially noticeable is the regularity of the inverse seasonal 
movement of both series. 

These data were also plotted as scatter diagrams, both with 
the actual and uncorrected prices. Chart I exhibits sample 
years of the scatter of actual prices and receipts. With the 
exception of the war years, when the price trend affected 
prices even within a year, the diagrams show a remarkably 
close scatter about a negatively inclined straight line on a 
double logarithmic scale. In many cases, such as in the years 
1901 and 1908, the points are practically on a straight line, 
giving additional plausibility to the assumption that demand 
has remained stable, while supply alone shifted. For each 
year within which the data were not affected by the trend of 
prices, a line was fitted to the scatter by least squares, on the 
assumption of possible error in both variables.' 

These curves, on the basis of the argument previously 
stated, approximate the demand curves of dealers for butter 
within each year. Dealers’ demand is made up of two ele- 
ments: (1) demand for immediate consumption, (2) demand 
for storage. The first part is immediately resold to retailers 
and reaches final consumers with little delay; the second part 
is put into storage for anywhere from two to seven months, 
on the average about four months. In 1911 about 10 per 
cent of the total supply in the whole country was stored.? 
Dealers’ demand is affected, altho only indirectly, by the 
amount already in storage, which is continually coming on 

1. This method, also used by Schultz in his sugar study, measures the 
perpendicular distances from the points to the line. The method is set 
forth by Reed in Metron, 1921. It is surprising that it is not used more 
frequently, as it is almost as simple to compute as the ordinary line, 
which measures the distances vertically or horizontally, and its assump- 
tion of error in both variables frequently fits the facts of economic data 
more closely than the hypothesis of error in one variable alone. 

2. These estimates are from Bulletin 93 (U. 8. Department of Agri- 
culture, Bureau of Statistics) on Cold Storage Business Features (1913). 
They refer to 1911. It was not possible to obtain more recent figures, 
and it is not known how closely this figure applies to New England even 
for that year. 
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the retail market along with the new supply, the weekly 
receipts. This question of the relation between the amount 
in storage, storage movement, and receipts will be examined 
in more detail, on the basis of weekly data for three years, 
further on in this study. Suffice it to mention here that no 
direct relation between the amount in storage and receipts or 
prices could be found. 

Study of Chart I indicates that dealers’ demand was ex- 
tremely elastic throughout the whole period. The elasticity 


cocficients ( me 1. = d log z 
xdy dlogy 


ing mostly from —4. to —7. There is also evidence, from 
these uncorrected data, of a distinct shift to the right, or 
increase in demand. Because of the very definite price trend, 
however, comparisons of these curves between years is not 
possible. It may very well be that the difference in level of 
the curves between 1899 and 1923, for example, is due entirely 
or at least partly to the obvious upward change in the level 
of general prices. In fact, there is no outside evidence to 
support the idea of an upward shift in demand. The per 
capita consumption of butter for the country as a whole 
shows a downward swing through the war, with a rise after 
the war, but not quite to the level of the nineties.? For New 
England, there is a slight per capita increase in consumption 
up to the war, a decrease during the war, and a similar upward 
movement afterwards.‘ Nowhere is there evidence that the 
consumption of butter has markedly increased. The history 
of margarine, indeed, shows that it has made slight but con- 
tinuous inroads into butter consumption. 

In order to enable comparisons between years to be made, 
the prices were corrected for general price changes, and new 
scatter diagrams made. (See Chart II.) The correction 
changed the slope of the fitted lines very little, but the shift 
in level was practically eliminated, as may be observed from 





vary from —4. to —15., rang- 


3. See charts in Snodgrass, op. cit., p. 213. 

4. These estimates were made by interpolating (on the assumption of 
arithmetic change) the population of New England for several years 
within the census period, and dividing the total receipts for each year 
by population figures. 
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Chart IV. Again the elasticity coefficients vary from —4. to 
—17., indicating a very elastic demand. The period of greatest 
elasticity, as is clear from both Charts II and III, came in the 
ten-year period 1909-1919. In the first ten years of the 
century the elasticity coefficient ranged from —4. to —7. 
In 1909 it suddenly jumped to —13.7, was —10.2 in 1911, 
and —17.2 in 1915. Altho lines were not fitted to all the 
war years, because of the irregularity of the scatter caused by 
the unusual events of such a period, the scatter in the years 
of the war, with the exception of 1913, looks as if demand 
were exceptionally elastic and comparable to the years already 
mentioned. In 1913 the elasticity coefficient was —4.5, 
similar to those of years before 1909 and after 1919. In later 
years, as may be seen from Chart III, the coefficient again 
went back to the earlier size; e.g., 1923, —4.4; 1926, —6. 

It is possible that the increase in elasticity may be explained 
by the inverse movements of the per capita consumption of 
margarine and butter at this period.’ For the country as a 
whole margarine consumption showed a gradual upward 
trend, with a small spurt from 1908 to 1910, and a much 
greater one during the war. At the same time the consump- 
tion of butter was going down, with especial rapidity during 
the war period. Altho New England alone would undoubt- 
edly show differences from the whole country in the matter 
of the consumption of margarine, as it did in the consumption 
of butter, it probably shared in the general movement of the 
period. It is reasonable to expect, however, that an increase 
in the consumption of margarine, particularly when coupled 
with a decrease in the consumption of butter, would cause a 
more elastic demand schedule. People would need an even 
smaller inducement in the way of a price increase, for example, 
to cause them to contract their expenditure for butter and 
substitute the still lower-priced margarine. 

On the whole, as Chart III shows, there was little change 
in the demand schedule of dealers for butter over the entire 

5. See Snodgrass, op. cit., p. 213, charts showing the annual per 


capita consumption of butter and margarine for the United States as a 
whole. 
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period. There was some slight upward shifting; there was, 
too, a change in slope at the middle of the period, with a 
return to the previous schedule, at a somewhat higher level, 
by 1923. In general, it is clear that the demand for butter 


Cuart III 
THE SHIFTING OF DEMAND FOR BUTTER 
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has been elastic, and that it tended to become even more so 
during the war period, which involved food rationing, general 
high prices, and increased margarine production. This state- 
ment, of course, refers to dealers’ demand. But dealers’ de- 
mand is‘ closely related to the demand of final consumers. If 
a dealer is to be successful his demand must reflect that of 
final consumers; altho the speculative element entering into 
dealers’ demand may obscure consumers’ demand for short 
periods. It must be remembered, too, that the dealer is buy- 
ing not only for present consumers, but, within the limits of 
storage capacity, for future consumers as well. 

The relation between final consumers and dealers and the 
part played by storage can best be examined in the light of 
weekly data on butter receipts at Boston, on the amount in 
storage, and on wholesale and retail prices. These data have 
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been procured for the years 1928-1930. Altho 1929 and 1930 
are highly abnormal years, the similarity of many of the 
relations in all three years is noticeable. 


Cuart IV 

CORRECTED WEEKLY RECEIPTS AND RETAIL PRICES 

OF BUTTER 
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The year 1928 has been selected as an example of the study 
of final consumers’ demand, since 1929 and 1930 both exhibit 
a marked price trend within the year and the labor of correct- 
ing the weekly prices for changes in the general price level 
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was not considered worth while. Also, these years are ab- 
normal, because of the stock market crisis and the industrial 
depression. The relation between retail prices* and weekly 
receipts corrected for storage movement for 1928 may be seen 
in Chart IV. The corrected weekly receipts represent the 
quantity of butter which actually goes into the hands of final 
consumers, since they are derived from the total weekly 
receipts corrected for the amount which is deducted to go 
into storage, as well as for the amount added from previously 
stored supplies. This movement into and out of storage is a 
continuous and definite phenomenon, as we shall see. Chart 
IV indicates that there is a negative relation between cor- 
rected receipts and retail prices, more noticeable when receipts 
are lagged three weeks behind prices (Chart IV-A) than when 
receipts are not lagged at all (Chart IV-B). In the first case 
the correlation coefficient is —.437; in the second, —.313. 
Altho the negative relation is not so striking as was the case 
in connection with the dealers’ demand curves, it is obviously 
there. The scatter about the line of best fit, fitted according 
to the previous criterion, is closest in the lagged series (Chart 
IV-A) and the curve is somewhat less elastic than that repre- 
senting dealers’ demand, altho still on the elastic side. 

The a priori argument for expecting corrected receipts and 
retail prices to cluster around a demand schedule is very 
similar to that stated above for dealers’ demand. The supply 
of butter for the retail market comes from two sources: fresh 
weekly receipts and cold storage. The amount of receipts 
available depends upon the competing demands for milk. 
Consumers’ demand for butter determines whether these 
receipts are put directly upon the market or into storage for 
future use or additional supplies are called forth from storage. 
Supply is here a factor obviously dependent upon the existing 
demand schedule, and one would expect the price-quantity 
points to cluster around this schedule, granted that it exists. 
There is some basis, however, for questioning the existence of 
a schedule. The negative relation evidenced by Chart IV is 


6. Procured from Boston Retail Price Report, Massachusetts Depart- 
ment of Agriculture, at the State House, Boston. 
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by no means conclusive, and it might be held that the scatter 
is rather about a point than a line. Particularly in the case 
of the unlagged series the scatter tends to lie within a circular 
area. From an economic standpoint there appears to be no 
particular reason why the effect of price upon corrected re- 
ceipts should be thus delayed. 

Another fact concerning final demand is brought out by the 
examination of the course of corrected receipts for all three 
years. The stability of corrected receipts is to be observed 
from Chart V, which shows the corrected receipts for 1928, 


CuHart V 


WEEKLY RECEIPTS OF BUTTER AT BOSTON 
(Corrected for Storage Movement) 
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1929, and 1930. In 1928 the amount going upon the retail 
market fluctuated steadily around 25,000 tubs, being slightly 
below this (about 23,000 tubs) in March and April, and 
September to December. In 1929 the same level held through 
June. Beginning with July, the level of 25,000 tubs gave 
place to 20,000 tubs. The fluctuations of 1930 show even less 
amplitude than those of the other two years. Again the 
normal lies approximately at 20,000 tubs, slightly above this 
from the middle of April to the middle of June (23,000), and 
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below (about 18,000) from September to November. There 
is evidently some tendency for slightly smaller amounts to be 
consumed in the late winter (February and March) and in 
the fall. But a seasonal movement is not strongly marked. 
During these two years there has been a slight decrease in 
consumption, as evidenced by the decline in the level of the 
curves from 25,000 tubs in the middle of 1929, to 20,000 tubs 
in the last of 1929 and in 1930. The decline in consumption 
is especially noteworthy, since prices were also falling rapidly 
over the same period. Very probably the explanation lies in 
household economies necessitated by the depression in general 
business, for altho the price of butter was low, that of mar- 
garine was still lower.” One would infer that the schedule had 
shifted, in this case to the left, from 1928 to 1930.8 

The possibility of there being no schedule as such for the 
final consumers’ demand for butter is strengthened by the 
fact of the stability in the amount sold within the year. Com- 
paratively speaking price fluctuates considerably, but the 
amount bought does not respond. It may well be that within 
a fairly wide price range the amount of butter consumed is 
absolutely determined. That amount will be consumed irre- 
spective of these price fluctuations. An unusually large 
fluctuation in price might be expected to affect consumption. 
In fact, butter dealers have found that a very high price cuts 
off butter consumption;® many will use butter substitutes 
altogether and many will employ them for cooking at least. 
A very low price, on the other hand, probably changes many 
over from the consumption of butter substitutes to butter. 
The distinction must be clearly made at this point between 
elasticity and shifting. This paragraph deals purely with 
elasticity changes and sets forth the possibility of the exist- 
ence of a discontinuous schedule, with no change in the 
quantity bought within certain price limits, despite variations 

7. See Snodgrass, op. cit., pp. 270 ff. 

8. Comparison of the level of the scatter of corrected receipts for 
1930 and 1928, not given in this article, indicates that this surmise is 
probably true in actuality. 


9. See Bulletin 101, U. S. Department of Agriculture, ‘‘Cold Storage 
and Prices.” 
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in price. The preceding paragraph dealt with the shifting of a 
schedule, either continuous or discontinuous, which may be 
assumed to take place when changes of taste occur over time. 

The mechanism of storage and its effect upon dealers’ and 
final consumers’ demand are both interesting and important. 
As nothing has been done upon this subject specifically since 


Cuart VI 
STORAGE HOLDINGS OF BUTTER AT BOSTON 


000 
Tues 
160) 


140) 





wtp 
~~ 


JAN. FEB. MAR. APR. MAY 












































AUG. SEPT. OCT. NOV. DEC. 


the government report of 1911, the present data serve, within 
a limited range, to bring this report up to date. Storage has 
been an important factor since the perfection of refrigeration 
in 1893. It therefore affects all the data used in this study, 
but material for the examination of this factor has only been 
procured for the three years 1928, 1929, and 1930. The 
amount of the New England butter supply held in storage 
throughout the year is characterized by an exactly similar 
movement in all three years. (Chart VI.) The movement is 
extremely smooth, following approximately the course of a 
somewhat skewed sine curve, with the trough in May and 
the peak in August. There is a steady decline to the year’s 
low point, May, with an equally steady and much steeper 
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upward movement from May to August, then a decline in the 
early fall lasting till the end of the year. The bulk of the 
year’s storage supply is put in during the May to August 
period of peak production when receipts are at their maxi- 
mum. For the rest of the year the stored supply is drawn 
upon to supplement fresh receipts. 


Cuart VII 
WEEKLY RECEIPTS OF BUTTER AT BOSTON 
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It is especially noticeable that the first five months of 1930 
have a much higher level of storage than the two preceding 
years. The amount in storage was not nearly so much de- 
pleted in the months preceding the upswing as in the other 
two years; their low point is almost zero, while the 1930 low 
is about 18,000 tubs. Since the entire supply at any one time 
consists of the amount already in storage plus the new re- 
ceipts,! one would expect, assuming no upward shift in 
demand, that the spring and summer maximum production 
would be curtailed, or that prices would be unusually low. 


1. See Bulletin 93, U. S. Department of Agriculture, op. cit. 
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Chart VII indicates that 1930 receipts were somewhat less, 
and Chart VIII gives evidence of a somewhat greater seasonal 
price decline. These two factors were evidently enough to 
correct the situation, for the storage curve of the last five 
months of 1930 is similar to that of the other two years except 
that it precedes them by several weeks. As we have seen, 


Cuart VIII 
RETAIL AND WHOLESALE PRICES OF BUTTER AT BOSTON 
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there was a downward shift in the demand schedule in 1930, 
due in part to general curtailment of expenditure, and in part 
to the still lower price of margarine.” 

One important function of storage is to smooth out the 
seasonal fluctuations in supply. A comparison of weekly 
receipts (Chart VII) with corrected weekly receipts (Chart V) 
shows how the seasonal movement is minimized when receipts 
are corrected for the movement in and out of storage. The 
1911 report, previously referred to, also found that storage 
had stabilized prices throughout the year. The movement in 
and out of storage, as may be seen in Chart IX, is almost pre- 
cisely the reverse of the movement of weekly receipts. In the 
winter months, 5,000 to 10,000 tubs weekly are taken out of 


2. See Snodgrass, op. cit., p. 270, for comments on the 1930-31 
situation. 
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storage. The amount declines gradually to zero from January 
on, until in early May additions to storage are made. From 
then until September, large amounts of each week’s receipts 
are stored, reaching a maximum of 17,000—19,000 tubs at the 
end of June (1930), and at the beginning of July (1928 and 
1929).8 


Cuart IX 
WEEKLY STORAGE MOVEMENT OF BUTTER RECEIPTS 
OF BOSTON 
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As has been mentioned above, there appears to be no direct 
relation between storage and prices. The scatter diagram of 
weekly storage holdings and wholesale prices is most peculiar. 
The points lie about a sort of irregular and elongated hollow 
ellipse. At times a positive relation is indicated; at times a 
negative one. The chief relation between storage and prices 
seems to be indirect. Storage facilities make possible a varia- 
tion in the quantity available for sale both in the present and 
in the future. At any one time during the year the supply for 
the retail market can be very quickly adjusted to the demand, 


3. Similar seasonal movements of storage holdings and receipts were 
found by Miss Snodgrass from other types of data. See op. cit. 
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by calling upon storage to supplement fresh receipts or vice 
versa. The dealer is influenced, in estimating the price he will 
pay for receipts, by the amount already in storage. An unusu- 
ally large supply in storage will decrease dealers’ demand for 
receipts unless they can foresee an upward shift in future 
demand, necessitating a greater amount in storage than usual. 
Otherwise, a higher level of storage holdings means a consid- 
erably lower price, especially during the period of maximum 
production. For the receipts come on the market to meet, 
not the usual depleted storage supply, but a considerable 
amount in existence, so that the price must go down in order 
to induce the supply to be taken off the market. As was 
remarked in the government bulletin on storage, the total 
supply equals the amount in storage plus receipts. 

The data on butter, then, indicate the fluctuations in 
dealers’ demand from 1899 to 1926 and give some evidence 
as to final consumers’ demand. The next section presents the 
milk data, which offer interesting sources of comparison. 


III 


The only data procured for milk are comparable to the 
monthly data on butter. They are the gross receipts of whole 
milk in New York each month and the average wholesale 
price. New York is the distributing centre for milk of the 
metropolitan area, which extends to a radius of about ten 
miles around the city. These data, then, may be taken as 
applying to metropolitan New York, as the Boston data on 
butter referred to New England. A line of reasoning similar 
to that used in the case of butter, emphasizing the competing 
demands for the basic milk supply by the derived products, 
and the dependence of the supply, once produced, upon 
existing demand,* may be used for whole milk. A priori con- 
siderations would lead one to expect a relatively inelastic 
demand, since milk is a product for which substitution is not 

4. See H. A. Ross, op. cit., p. 9. Ross gives a map of the districts 
supplied by the big New York retail distributors. 

5. F. F. Liniger, op. cit., emphasizes throughout his article the 


dependence of supply, and the attempts of producers to adjust supply 
to demand. 
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easy, and since the amount of milk bought, altho varying 
with the standard of living, is constant within that standard. 
In several places in his study Mr. Ross brings out the inelas- 
ticity of demand for whole milk in New York. Dealers have 
a very difficult time disposing of any excess product, because 
a decrease in price does not stimulate additional sales.* It 
was also found that an increase or a deerease in price of one 
cent a quart left demand practically unchanged; also that 
successive increases of one cent, if not too close together, did 
not affect demand noticeably.’ 

The data were plotted as time series. The uncorrected 
prices show noticeably less of a price trend than was the case 
for butter. Nevertheless, the prices have been corrected for 
general changes in the price level, and these corrected prices 
have been used in the scatter diagrams. The quantity figures 
show a definite upward movement, quite unlike butter. Esti- 
mates were made of the per capita receipts over the period.® 
The result shows that there was a real growth in consumption 
of milk, over and above the increase due to natural population 
growth. This conclusion is confirmed by the distinct shifting 
to the right of the yearly demand curve. (See Chart XI.) 

The uncorrected price and quantity figures were first 
plotted for each year, as was done in the case of butter. It 
was found that the points tended to scatter closely about 
negatively inclined straight lines on an arithmetic scale, with 
much steeper slopes than the butter curves. The corrected 
prices and the uncorrected quantities? were next plotted in 
similar scatter diagrams, with the result shown in Chart X. 

6. Ibid., p. 4. 

7. Ibid., p. 58. 

8. The figures for New York City were used to correct annual re- 
ceipts. Altho the entire metropolitan area is not included, the rate of 
growth is probably indicated. The census figures of the New York 
metropolitan area in 1910 and 1920 show a slightly higher growth rate 
for the area outside the city. Consequently the per capita receipts used 
here probably overstate the upward movement somewhat. 

9. Correction of quantity, by months, would necessitate extended 
interpolation of the population figures, which are accurately given only 
every ten years. Therefore, the monthly figure would probably be 


untrustworthy. In any case, the curve of per capita consumption of 
milk differs very little in rate of increase from the uncorrected curve. 
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Cuart X 
SELECTED SCATTER DIAGRAMS OF MILK RECEIPTS AND 
CORRECTED WHOLESALE PRICES IN NEW YORK 
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Then sample years were selected from the entire period for 
study. Again, in all the selected years, and in most of the 
others,! the points cluster about straight lines on an arith- 
metic scale. Their slopes are not markedly different until the 
war, and give evidence of comparative inelasticity in the 
majority of cases. 

1. With the exception of some of the war years such as 1915 and 1917, 
and several in the latter part of the period, for example 1919 and 1921. 
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The slope alone, however, is in this instance not indicative 
of elasticity. In the case of butter the points were obviously 
scattered about straight lines on a double logarithmic scale. 
Therefore the elasticity coefficient was constant along the 
individual curves, and was, in fact, the reciprocal of the 
slope. For milk the elasticity differs for each point on the 
respective curves, since the elasticity coefficient on an arith- 


metic scale equals 2 . 4. The elasticity coefficient at some of 

y 2x 
these points was computed for each year, within a price range 
of four to six cents. In all except four years the elasticity was 
below unity, usually about —.6 or —.7. In these four years 
(1895, 1900, 1918, 1923), the elasticity coefficient was —1. or 
slightly above. In every instance, the elasticity coefficient 
was greater for high prices than for low, in accordance with 
Marshallian doctrine. For example, 


in 1893 when the price was 6.0 cents, y7=—.78 


when the price was 4.6 cents, y=—.51 
when the price was 3.9 cents, y7=—.39; 
in 1925 when the price was 7.0 cents, 7—=—.83 
when the price was 6.3 cents, y7=— .69 


when the price was 6.0 cents, 7==— .62. 


The elasticity was also derived for each year at the uniform 
price of 514 cents, an average price for most of the period. 
The following table presents the results: 


Year n Year n Year n 

1893 — .67 1904 —.73 1916 — .74 
1895 —1.31 1906 —.74 1918 — .92 
1898 — .72 1908 —.45 1922 — .64 
1900 —1.13 1912 —.56 1923 —1.11 
1902 — .67 1914 —.53 1925 — .56 


2. Since y was the dependent variable in the equations, it was neces- 
sary to get the reciprocal of the differential coefficient, or slope, in order 


._ @ (log x) 
to obtain 
d (log y) 





. The equations were already stated in logarithmic 


terms. 
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Here again the coefficient is for the most part less than unity, 
with the exception of the four years listed above. We may 
conclude that dealers’ demand for milk was on the whole 
inelastic for the years extending from 1893 to 1925. This con- 
clusion is in line with what might be expected from other 
knowledge of the industry. 

Altho there are no striking changes in elasticity, the shifting 
of the curves is more noticeable (see Chart XI). There is 


Cuart XI 
THE SHIFTING OF DEMAND FOR MILK 
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evidence of a steady upward shift of the demand schedule, 
increasing greatly in amount after the war. The fact that the 
quantity figures are uncorrected* may mean that this increase 
in demand is somewhat exaggerated in the chart, but there is 
no doubt that it took place in considerable amount. Such an 
increase is consistent with what is known about the greater 
use of milk among the population. In recent years there has 
been extensive propaganda by health experts and dietitians 
for greater consumption of milk, especially among children. 


3. See footnote 9, p. 691. 
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Miss Snodgrass, indeed, thinks that it should go still farther 
and induce a greater consumption among adults.‘ 

We have, as a result of this simple analysis of butter and 
milk, arrived at the conclusion that dealers’ demand for butter 
in New England is extremely elastic and has tended to be- 
come slightly more so; whereas dealers’ demand for milk in 
metropolitan New York is relatively inelastic and exhibits no 
continuous change towards greater elasticity, altho there are 
scattered years of greater elasticity, such as 1918, or 1923. It 
is clear as well that there was practically no shift in the butter 
schedules, indicating very little increase in demand, while 
there is evidence of a great increase in demand in the case of 
milk, where the schedules show a continuous shift to the right. 

Additional data for butter for three sample years enabled 
some study to be made of final consumers’ demand. The 
negative relation between weekly prices (retail) and receipts 
(corrected for movement into and out of storage) was not 
sufficiently marked to be conclusive as to the existence of a 
schedule. There was, indeed, considerable indication that 
final consumers’ demand is stable and discontinuous within 
quite an extended price range. Corrected receipts were found 
to vary little within the year. Other results included the dis- 
covery of a regular storage movement, which was exactly the 
inverse of weekly receipts (uncorrected) ; of the regularity of 
the curve of storage holdings within a year, and the similarity 
between the curves for different years; and of the merely indi- 
rect relation between storage holdings, dealers’ demand, and 
prices. Undoubtedly study of the data will bring more con- 
clusions to light for those who are sufficiently interested. 

It is well recognized that the interpretation of the data, as 
yielding demand schedules, rests for its validity upon the 
theoretical assumptions made in the beginning. If the argu- 
ment concerning alternative uses for the seasonally fluctuat- 
ing milk supply resulting in seasonal shifting of the supply 
schedules for derived products and the dependence of supply 
upon demand do not hold, then the conclusions summarized 
in the preceding paragraphs cannot be true. The argument, 


4. Op. cit., p. 275. 
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however, is based not only upon logical considerations, but 
upon a study of the industry. The results of the analysis, 
assuming that the curves are in fact demand curves, coincide 
markedly with other information concerning the dairy in- 
dustry. Moreover, further observation of the price-quantity 
data confirms the assumption. It was found in noting the 
position of the price-quantity points for the various months 
on the scatter diagrams that individual months changed their 
respective positions along the curve as prices varied from the 
normal seasonal level. For example, October butter prices 
are usually fairly high, and the quantity bought compara- 
tively small. The October price-quantity point is ordinarily 
on the upper part of the curve. In 1905, however, the 
October point is on the lower portion of the curve, with a 
price lower than usual and a proportionately greater amount 
bought. But in 1926 the October price was the highest of the 
year, and the quantity bought decreased, so that the position 
of the price-quantity point is unusually high. Similar shifts 
occurred from year to year in the position of the other months. 
The fact is mentioned here because it indicates that the curves 
represent the variation of quantities corresponding to varia- 
tions in prices, irrespective of the seasonal character of the 
data. In other words, a high price and a small quantity 
bought go together, whether that high price occurred during 
the normal high price winter season, or, for some special 
reason, in the spring. 

For those commodities which fulfill the initial hypotheses 
this method offers a simple solution to the problem of deter- 
mining demand curves, changes in elasticity, and shifting 
within a period of time. The author has been more concerned 
with the investigation of butter and milk as an illustration of 
a method than with a study of the commodities themselves. 
Other analyses of a similar kind could easily be made, thus 
extending the available information upon the variations of 
quantities and prices for this type of commodity.® Of par- 


5. The innumerable investigations of agricultural economists deal 
with this commodity group. None of them, as far as I am aware, have 
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ticular interest would be further study of the relation between 
dealers’ demand and that of final consumers, and of the rela- 
tion between shifting and the business cycle. 

In all probability, demand curves can be derived from 
market data only on the basis of the peculiarities of certain 
specific groups of commodities. The usual case is that in 
which the price-quantity points lie on a path of equilibrium, 
and not on either schedule. A line fitted to these points, 
therefore, is not a demand curve, except for a commodity 
group such as that of agricultural goods, where it may be 
assumed with some truth that supply is the active or depend- 
ent factor and that demand is constant. It is possible that 
other specialized methods may be developed for particular 
classes of goods, such as that developed by E. Schneider for 
deriving demand curves of monopolized commodities from 
their marginal cost. More general methods, however, sup- 
posedly applicable to all commodities, make too many as- 
sumptions contrary to economic reality to be of widespread 
validity. 

ELIzABETH WATERMAN GILBOY. 


ComMITTEE ON Economic RESEARCH, 
Harvarp UNIVERSITY. 


based their work upon the fact of seasonal shifts in supply within a year; 
they have fitted curves to data extending over a period of years. 

6. This ingenious method is applicable only to wholly or partially 
monopolized commodities, since the necessary data on cost must be pro- 
cured for a firm or a small number of firms which control the production 
of the commodity. The fundamental step in the method is taken on the 
basis of the equality of the quantity bought and the quantity produced 
at equilibrium. See Archiv fiir Sozialwissenschaft, December, 1931. 




















UNEMPLOYMENT AND CONSUMPTION: 
THE MERCANTILIST VIEW’! 


SUMMARY 


I. Mercantilists not desirous of mere numbers, 698. — Importance of 
employment, 700. — Remedies for idleness: provision of employment, 
702; corrective and punitive legislation, 705. — II. Condemnation of 
luxury, 708.— Means of curbing it: sumptuary laws, 712; taxation, 
713; moral suasion, 713. — Defense of luxury, 714. — Hume’s views, 
716. — Conclusion, 718. 


I 


UNEMPLOYMENT 


It is not correct to presume that the Mercantilist infatua- 
tion with the desirability of a large population was a desire 
for mere numbers. People were indeed regarded as factors of 
production, but only potential sources of wealth unless em- 
ployed. Population was not necessarily a sign of economic 
well-being. ‘‘For want of a due regulation of things the more 
populous we are the poorer we are,”’ complained Matthew 
Hale in the preface to his Discourse Touching Provision for 
the Poor. We are prone to believe today that economic and 
political problems can be solved by enacting laws. In this 
childlike faith we resemble the seventeenth-century and eight- 
eenth-century Mercantilists who clamored for more and 
more regulation in spite of the complex legislative maze which 
already existed. No “invisible hand,” in their opinion, made 
men industrious. By countenancing idleness, the state would 
sustain a double loss: its people would be only potential fac- 
tors of production, while the cost of maintenance would be 
a direct national loss. 

The principle that people were causes of wealth or were 
themselves wealth was accepted as true only if the popula- 


1. Most of the research involved in this-paper was completed at the 
Goldsmiths Library in London while the author was a fellow of the Social 
Science Research Council. 

2. Hale, Sir Matthew. A Discourse Touching Provision for the Poor. 
London, 1683. 
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tion was gainfully employed. This corollary is to be found 
definitely woven into the Mercantilist fabric. ‘‘A country,” 
said Davenant, “‘may be populous and yet poor (as were the 
ancient Gauls and Scythians), so that numbers, unless they 
are well employed, make the body politic big, but unwieldy; 
strong, but unactive.’* There was, indeed, nothing new in 
the condemnation of idleness. Early Greek thought inveighed 
against indolence and lassitude,‘ while the Christian church 
dignified labor and condemned idleness as contradictory to 
the parable of the talents. Christ’s example, said the mar- 
tyred bishop Latimer, was a condemnation of idleness: ‘‘ when 
he was a carpenter, then he went and did the worke of that 
calling, and when he was a preacher, he did the worke of 
that calling.”> But the Mercantilists went beyond the ethi- 
cal condemnation of idleness. To them, idleness was indeed 
reprehensible in itself but it was also economic waste! Such 
an obstacle to the increase of wealth could not be allowed. 
The distinction between productive and unproductive labor 
is older than Physiocracy and the Wealth of Nations. Express 
or implied, it is constantly to be found in the writings of the 
British Mercantilists. “Is this not great labour,” ask the 
beggars, ‘to run from one towne to another to gette our 
meate?” A deceitful excuse for idleness, replied Bishop Lati- 
mer; ‘“‘such labour is not allowed of God.’’® The strict Mer- 
cantilist position shifted the emphasis from the moral to the 
economic sphere. All should be employed, rich or poor. Some 
unproductive pursuits would demand a portion of the people, 
3. Davenant, Charles. An Essay Upon the Probable Methods of 

Making a People Gainers in the Balance of Trade. London, 1699. Re- 
printed in The Political and Commercial Works. London, 1771 (5 vols.), 
” ‘. ‘Hesiod, Elton’s Translation: 

“Love every seemly toil, that so the store 

Of foodful seasons heap thy garner’s floor. 

From labour men returns of wealth behold; 

Flocks in their fields and in their coffers gold: 

From labour shalt thou with the love be blest 

Of men and gods; the slothful they detest.” 


5. Latimer, Hugh. Fruitful Sermons. London, 1584, p. 77. 
6. Ibid., p. 144. 
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but this group should be held to a minimum. Petty, Grew, 
and others, estimated the number of clergy, lawyers, physi- 
cians, governors and taverners which was necessary. All in 
excess of this rational supply of the unproductive should be 
deflected into more useful channels. 

The basic thesis was that numbers made a nation rich and 
strong if properly employed. “It is not the vastness of terri- 
tory,” said John Evelyn, “nor the multitude of men, but their 
address and industry which improve a nation.’”’ Idleness 
meant two unused factors of production, the laborers them- 
selves and the land which they might have improved. The 
English resources, in the opinion of Davenant, were “so 
improveable, that if we did but second the gifts of Nature, 
with our own industry, we should soon arrive to a pitch of 
greatness that would put us at least upon an equal foot with 
any of our neighbours.’’* But industry, in the minds of the 
Mercantilists, would not emerge spontaneously; it would 
have to be induced by legislation. Every “useless and de- 
structive course of life” ought to be repressed ;° every insti- 
tution which fostered idleness, eliminated. Conversely, every 
activity which stimulated industry should be encouraged. 
Trade was believed to have this beneficial effect,' by altering 
the manners of the people, and by stimulating that human 
tendency which medieval moralists condemned, avarice. 
Following the Mercantilist admiration for money, John Law 
argued that his paper money scheme would foster the requi- 
site degree of industry. Unless people are employed, land, 
fisheries and foreign trade are neglected.? His argument was 
not new; it was the synthesis of one Mercantilist justification 

7. Evelyn, John. Navigation and Commerce, Their Original and 
Progress. London, 1674, p. 16. 

8. Davenant, op. cit., pp. 192-193. 

9. Lansdowne Manuscript, No. 691. British Museum. The Meanes/ 
Of a Most Ample Encrease of/the Wealth and Strength of /England. 
In a Few Years/Humbly represented to her Majestie/In the fifth year/ 
of her Reigne. Folio 86. 

1. Campbell, John. The Present State of Europe. London, 1750, 
a g Law, John. Money and Trade Consider’d. London, 1720, pp. 
89-91. 
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of treasure with the typical Mercantilist passion for pro- 
duction. 

If people were both few and poor, the combination must 
surely lead to “damage to the Prince.’* But if the people 
were many and idle, the “greatest blessing a kingdom can 
have, becomes the burden of the kingdom.’’* Idleness would 
breed idleness; it would foster begging and theft, which in 
time would ‘‘eat out the heart” of the kingdom’s wealth. 
To compel all to work who were able® would strike at the 
very source of one of the nation’s worst maladies. Moreover, 
the benefits of universal industry would diffuse themselves 
throughout the whole nation: “the wealth of the nation 
would be increased, manufactures advanced, and every body 
put into a capacity of eating his own bread.’’® The manifold 
benefits which increased industry might produce were well 
emphasized by Joseph Harris. Redoubted industry created 
more wealth; more wealth would quicken mechanic arts, and 
these arts, in turn, increased the effectiveness of labor so that 
wealth would increase faster than population. While per caput 
taxes decreased, the government would grow more powerful 
and splendid. “‘ Numbers of industrious people” rather than 
money, Harris concluded, “ is what enriches a people.”’? In 
this conclusion, many Mercantilists concurred. 

With an insight which the classical writers failed to emu- 
late, the early English writers tried to compute the national 
cost of idleness. The attempt was not dissimilar from the 
modern effort to estimate the cost of unemployment. John 
Bellers estimated, in 1714, that England had seven million 
people, and that one in fourteen was idle. If the daily per 
caput loss were sixpence, the annual loss would aggregate 

3. Fortrey, Samuel. England’s Interest and Improvement. London, 
1663. 2d Edition, 1673, p. 12. 

4. Hale, op. cit., p. 11. 

5. Lansdowne Mss., Folio 84. 

6. Hale, op. cit., p. 12. 

7. Harris, Joseph. An Essay Upon Money and Coins. London, 


1757-58. Reprinted in A Select Collection of Scarce and Valuable Tracts 
on Money. London, 1856, p. 400. 
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£3,200,000.§ The employment of the poor, he believed, would 
save £2,500,000 of this loss. Not content with calling atten- 
tion to this latent national economy, Bellers, following Petty’s 
method, cumulates the saving. In fifty-eight years the added 
increment of the national income would have increased at 
six per cent interest to £1,250,000,000 “‘ which is four times 
as much as all the lands in the kingdom are now worth.” 
Meantime, all waste lands would have been turned into 
“fruitful fields, orchards and gardens”’; cottages would have 
been improved and the whole land stored with provisions.® 
Sheridan and Petty pointed out that the benefits of employ- 
ing the idle could be estimated as a positive increase in 
numbers. Absolute population was no measure of productive 
capacity. The same benefits which more producers would 
yield could be obtained by employing the idle,! by inducing 
everyone to work harder, or by introducing “the com- 
pendium, and facilitations of Art, which is equivalent to what 
men vainly hoped for from polygamy.’” 

Countless remedies for the existing idleness were proposed. 
In general, these can be grouped into two chief methods: the 
creation and administration of agencies for employing the 
poor, and the repression of willful idleness by corrective or 
punitive legislation. 

As early as 1615, J. R., the author of The Trades Increase, 
had recommended the development of the fisheries as a 
means of overcoming idleness.’ Holland, he alleged, had 
thereby totally eliminated her unemployed. Mun vigorously 

8. Bellers, John. An Essay for Imploying the Able Poor; by which 
the Riches of the Kingdom may be greatly Increas’d. London, 1714, 
pp. 40-41. It is interesting to analyse these figures. To obtain his 
total, Bellers multiplied the daily loss by 256 working days per year. 

9. Ibid., p. 42. 

1. Sheridan, Thomas. A Discourse of the Rise & Power of Parlia- 
ments. 1677, pp. 192-193. 

2. Petty, Sir William. Verbum Sapienti. London, 1691. Reprinted 
in Hull, C. H. The Economic Writings of Sir William Petty. 2 vols., 
Cambridge, 1899, i, 118. See also Johnson, E. A. J. The Mercantilist 
Concept of “Art” and “Ingenius Labour” in Economic History, 
vol. ii, no. 6, January, 1931. 

3. J. R. The Trades Increase. London, 1615. Harleian Library 
Reprint, No. 188, p. 312. 
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advocated the same remedy and was, in turn, followed by 
such writers as Fortrey and Yarranton. The author of 
Britannia Languens condemned parish relief as a cause of 
willful idleness. Richardson believed that well regulated poor 
administration would make England wealthier, more popu- 
lous, and thereby still more opulent. Idleness, he alleged, 
restrained the growth of population because it was punished 
(1744) by death or transportation; because idleness brings 
“‘want, diseases, death and thins a nation,” and because, as 
he thought, idleness prevented men from becoming able to 
marry and raise a family.® 

Ashley was quite correct when he stated that Mercantilism 
was both a continuation of medieval economic thought and 
a reaction against it. The program designed to repress idle- 
ness was in many ways similar to the scholastic. The main 
difference was that the sphere of its influence was to be the 
nation rather than the municipality and the purpose pri- 
marily economic rather than quasi-moral. The specific pro- 
posals for dealing with the vexatious problem, however, were 
often repetitions of earlier presumed remedies. But whereas 
the Churchmen recommended charity as complementary to 
private property, the Mercantilists saw charity to the poor 
as a cause of idleness. To maintain the poor was to breed 
indolence. Roger Coke criticized the 43d of Elizabeth as 
legislation which led to national loss. The availability of 
maintenance for “lazy and idle people,’ in his opinion, 
became a “discouragement to all industrious and labouring 
people.”’’ All capable of work should be compelled. Nehemiah 
Grew, in his elaborate recommendations to Queen Anne 
drew up a list of occupations suitable for women and children, 
for the maimed and the blind.* Fauquier regarded idleness 

4. Britannia Languens or a Discourse of Trade. London, 1680, 
. 5. Rickandeoe, William. An Essay on the Causes of the Decline of 
ping Trade. London, 1744. 2d Edition, Edinburgh, 1756, pp. 

6. Ashley, Sir William. An Introduction to English Economic His- 
tory and Theory. London, 1893, Part II, p. 381. 


7. Coke, Roger. A Discourse of Trade. London, 1670, p. 15. 
8. Lansdowne Mss., Folio 84. 
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as a chief obstacle to raising a larger national revenue. The 
poor laws were restricting production, he alleged, and con- 
stantly “enervating and impairing our strength.”® That the 
poor should obtain a living, said Postlethwayt, ought not in 
itself to be the goal of public policy. The important considera- 
tion was to insure that the poor got their living in a manner 
“useful to society in general.” To increase population was 
eminently desirable, but to employ the whole population still 
more desirable. National progress required from each and 
every one “all the assistance which can be gathered from their 
faculties, both mechanic and intellectual.’”! 

John Cary, Thomas Sheridan, John Bellers, Andrew Yar- 
ranton, and Thomas Firmin were a few of the many writers 
who proposed comprehensive plans for making England’s 
poor productive and nationally useful. “‘What must be done 
to restrain this habit of idleness from growing?” asked John 
Cary. His typical Mercantilist answer: ‘Nothing but good 
laws can do it,”” shows the accuracy of Ashley’s dictum. With 
unfailing faith in legislation, Cary recommended that work- 
houses be established and efficiently managed, that the offi- 
cials in charge should train the young poor for necessary 
trades, that promising young men be apprenticed to artifi- 
cers, that all masters of ships be required to carry a comple- 
ment of poor “land-men.”’ Hawking in the streets, gaming 
and lotteries should be forbidden. Plato-like, Cary thought 
only aged persons ought to be allowed to retail liquors. 
Sheridan saw two problems which urgently demanded solu- 
tion: the idle must be brought “‘to a necessity of working,”’ 
while the poor must be afforded “ful imployment.’’ The 
state must compel some persons to work and provide work 
for others. The net effect of these two measures would be 
equivalent to a “great increasing of the people.’ 

9. Fauquier, Francis. An Essay on Ways and Means for raising 
money for the Support of the Present War. London, 1756, pp. 18-19. 

1. Postlethwayt, Malachy. Britain’s Commercial Interest Explained 
and Improved. London, 1757, ii, 533. 

2. Cary, John. An Essay on the State of England in Relation to its 


Trade, its Poor and its Taxes. Bristol, 1695, pp. 156-157. 
3. Sheridan, op. cit., pp. 192-193. 
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Thomas Firmin’s Some Proposals for the Imployment of the 
Poort is a concise and direct recommendation that trade 
schools be established to teach poor children and adults to 
spin and weave linen. It concerns itself strictly with the issue 
of making the poor useful, and indulges in no specious language 
so characteristic of the seventeenth century. Firmin recom- 
mended that parishes raise the necessary “stock” by local 
rates. John Bellers proposed to combine education and pro- 
duction in his “colledges of industry.” The “stock” might 
be raised by private subscription; the poor harbored in the 
“‘colledges’’ should be trained for various occupations.' Like 
Petty, Berkeley and Adam Smith, this sincere writer con- 
sidered labor the chief cause of wealth. His economic philos- 
ophy was the reverse of Physiocracy. Laborers, he said, cre- 
ated a surplus® over their cost of maintenance, not by virtue 
of land but by virtue of labor. Any increase in wealth was 
therefore dependent upon more laborers or upon the elimi- 
nation of unemployment, whether wilful or involuntary. 
Altho the labor surplus would emerge in either agriculture 
or manufacture, it was extremely important that labor should 
be properly allocated to these respective occupations. If an 
excessive supply were deflected to manufacturing, the result 
would be equivalent to “placing more men to table, without 
putting more food there.” 

As the state should exert its influence to maximize national 
resources and to increase people, so ought it to insure by legis- 
lation that all capable of production served some useful réle. 
There is perhaps no better illustration of the belief of the 
early English writers in the efficacy of state interference than 
in their legislative program for suppressing idleness. If work- 
ing people are idle, said Postlethwayt, ‘that is for want of 
being rightly governed.’’? The idle people were not respon. 


4. London, 1681. 
5. Bellers, John. Essays About the Poor, Manufactures, Trade, 
Plantations, & Immorality. London, 1699, pp. 1-5. See also his Pro- 
posals for Raising a Colledge of Industry of all Useful Trades. London, 
1696. 
6. Bellers, An Essay for Imploying the Able Poor, pp. 39-40. 
7. Postlethwayt, op. cit., p. 43. 
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sible; there “‘is nothing criminal on their part’’; the laborers 
would work if “‘sufficiently encouraged.” The persistence of 
idleness was a proof that the state had been remiss in its 
duty to its subjects. “We owe it to the Commonwealth,” 
said Davenant, “not to suffer such as have health, and who 
might maintain themselves, to be drones and live upon the 
labour of others.’’® Proposals for laws against idleness are 
legion in the Mercantilist literature. From the time of Mun 
to the enlightened doctrines of David Hume, the same type 
of argument was advanced. People are the riches of a king- 
dom, wrote pessimistic Joshua Gee, “‘if properly employed.’’® 
The duty of the state was clear! 

The wages doctrine of the Mercantilists was based upon a 
theory of human motivation. Low wages were regarded as 
necessary incentives to industry. High earnings provoked 
“excess,” “idleness” and “riot.”” Even Hume partially 
accepted this theory of human nature. In years of scarcity, 
he said, ‘“‘the poor labour more, and really live better than 
in years of great plenty when they indulge themselves in 
idleness and riot.’”! Some Mercantilists did not propose to 
let laborers ‘‘indulge”’ in any luxury if it could be prevented, 
and certainly not in the luxury of idleness. If human labor 
is the source of wealth, said Berkeley, does it not follow “that 
idleness should of all things be discouraged in a wise state?’’ 
Voluntary or involuntary unemployment was a double 
bladed axe which cut down England’s productiveness. It 
decreased the annual yield and took away men’s desire to be 
useful. This cumulative cost was more feared than the sheer 
diminution of national production. To exchange cloth for 
wine may not be a sound policy, Petty admitted, but if 
English cloth cannot be sold to others, it would surely be 
better to exchange cloth for wine than to cease making cloth. 
Why did Petty compromise the usual Mercantilist principle? 

8. Davenant, op. cit., p. 203. 

9. Gee, Joshua. The Trade and Navigation of Great-Britain Con- 
sidered. London, 1729, p. 77. (Italics mine) 

1. Hume, David. Political Discourses. Edinburgh, 1752, p. 118. 


2. Berkeley, George. The Querist, containing Several Queries Pro- 
posed to the Consideration of the Public. Dublin, 1750, p. 7. 
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His answer is concise: “better to burn a thousand men’s 
labours for a time, than to let those thousand men by non- 
employment lose their faculty of labouring.’”* 

The poor laws were vigorously condemned by the zealous 
English apostles of production. Charity was no longer a 
cardinal virtue but the cause of “sloth and beggary.’* On 
this issue, the Mercantilists broke with their medieval fore- 
bears. The “legislative power,’’ said Davenant, must make 
“‘good provision,” and “good” was defined as something 
cumulatively productive. Graunt and Petty proposed that 
it might be better for the state actually to maintain beggars, 
rather than let them live at the charge of “careless, credulous 
and good natured people.’® The theory underlying their 
proposal was consistent with the general Mercantilist belief, 
because if the state were to maintain all the indolent or those 
persons engaged in parasitic pursuits, it would guarantee 
that no more was received than the amount necessary for 
subsistence. Left to itself, this group might by “ begging, 
cheating, stealing, gaming, borrowing” obtain more than 
this needed amount and consequently be permanently in- 
duced to refrain from productive labor.’ No greater damage 
could confront a state than the deterioration of its man- 
power. If the state maintained the indolent, said Graunt, 
they “might live regularly” and not in “debauchery.” More- 
over, they might be only temporarily a state charge since 
“they might be cured of their bodily impotencies, or taught 
to work.””? 

The repression of idleness as an integral part of the Mer- 
cantilist philosophy leads naturally to another department 
of the Mercantilist program. All institutions which were 

3. Petty, Sir William. A Treatise of Taxes and Contributions. Lon- 
don, 1662. Reprinted, Hull’s Edition of Petty’s Works, i, 60. 

4. Davenant, Charles. An Essay on the East India Trade, London, 
1696, p. 273 

5. Petty, Sir William. Political Arithmetick. London, 1690. Re- 
printed, Hull’s Edition of Petty’s Works, i, 270. 

6. Ibids 

7. Graunt, Capt. John. Natural and Political Observations Men- 
tioned in a following Index and made upon the Bills of Mortality. 
London, 1662. Reprinted, Hull’s Edition of Petty’s Works, ii, 353. 
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socially enervating must be swept away. With Spartan love 
of discipline, the Mercantilists hoped to marshal England’s 
productive power, and like Spartans they proposed to banish, 
if not all luxury, at least its stultifying influence. 


Il 


CONSUMPTION 


To the medieval thinkers, luxury was fraught with danger. 
Not only was it sinful to indulge in excessive consumption 
but avarice and ostentation were socially undesirable be- 
cause they tended to disturb a set of class relations which the 
medieval world considered sufficiently satisfactory to be per- 
petuated. A philosophy of “other-worldliness”’ did not need 
rewards for its adherents in a present world designed to con- 
dition men for the untold joys of a faultless hereafter. Lati- 
mer epitomized this medieval attitude toward luxury when 
he said that ‘excessive pride in apparel is odious.’’*® 

The Mercantilist attitude toward luxury was partly a con- 
tinuation of the antecedent ethical condemnation. To a 
much larger extent, however, it was a transposition of the issue 
from the moral to the economic sphere. From the deep 
interest in individual and national productive capacity arose 
a questioning attitude toward consumption and especially 
toward luxurious expenditure. In spite of the bonds which 
connected the early Mercantilists with medieval morality, 
a new emphasis in the discussion of luxury is discernible 
during the seventeenth century. Lack of frugality was con- 
demned not because it disturbed a class organization of 
society but because it tended to weaken England’s produc- 
tive capacity, because it did not contribute to making England 
self-sufficient but tended to increase imports and thereby 
succour England’s competitors.® The point of view had become 
economic rather than ethical. 

In the first place, luxury was believed to cause deleterious 

8. Latimer, op. cit., p. 280. 

9. Mun, Thomas. England’s Treasure by Forraign Trade or the 


Ballance of our Forraign Trade is the Rule of our Treasure. London, 
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effects upon the individual as a producer. ‘‘The general 
leprosie of our piping, potting, feasting, fashions, and the 
mis-spending of our time in idleness and pleasure (contrary 
to the law of God, and the use of other Nations) hath made us 
effeminate in our bodies, weak in our knowledg, poor in our 
treasure, declined in our valour, unfortunate in our enter- 
prises, and contemned by our enemies.’' As the vigorous 
language of this passage indicates, Thomas Mun feared that 
luxury would undermine the character of England’s pro- 
ducers. National weakness would be the logical result of the 
deterioration of the individual. Consumption, it is clear, 
was not the end of Mun’s economic philosophy! ‘Great 
plenty,’’ he alleged, ‘‘makes us a people not only vicious and 
excessive, wasteful of the means we have, but also improvi- 
dent & careless of much other wealth, that shamefully we 
lose.’’? Mun thought the fisheries were particularly neglected 
and he accused the Dutch of illegally appropriating them. 
Militantly did the great merchant attempt to stir up his 
countrymen to parsimony and industry. “To our great 
shame,” he said, ‘we leave our wonted honourable exercises 
and studies, following our pleasures, and of late years besot- 
ting ourselves with pipe and pot, in a beastly manner, sucking 
smoak and drinking healths, until death stares many in the 
face.’”* Luxury was the cause of degradation, while thrift, 
parsimony and industry were the cures! 

Luxury and extravagance were regarded as cancerous 
social diseases. Rather than a mark of a flourishing condition, 
“excessive”? consumption was the symptom of economic 
decay. Altho riches first gave rise to luxury, ‘“‘yet the his-. 
tories of all ages assure us, that poverty follows close upon 
the heels of it.”* The enervating influence of luxury was 
especially dangerous among the ‘middle and lower ranks of 
men,” and it was therefore incumbent upon men of higher 

1. Ibid., pp. 180-181. 

2. Ibid., pp. 179-180. 


3. Ibid. 
4, Considerations on the National Debt, p. 83. 
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stations to set a worthy example.’ Trades which catered to 
the “‘excess of pride and luxury”’ should be restrained since 
they “impoverish us and our posterity.’’® The nation and 
the individual were regarded as fundamentally similar; ‘‘ we 
are of the opinion,” wrote Davenant, ‘that thrift does pro- 
portionably enrich a whole people, as it betters the condition 
of a private man.’”” 

Weakness of the people was not the only baneful effect 
which luxury was supposed to produce. Extravagant con- 
sumption developed ostentation and vanity, and created an 
insatiable desire for exotic goods. The modern connotation 
of ‘‘outlandish” is derived from the scornful attitude of the 
English nationalists toward foreign commodities which served 
to gratify the desires that domestic luxury had fostered. The 
“‘honestest and wisest thing in the world,” said Davenant, 
would be “to cure luxury,” altho he recognized that there 
was no all powerful specific which would overcome the dis- 
ease.* Davenant, it must be admitted, was not as thoroly 
pessimistic as many of his compatriots, since he understood 
the curious tendency which men have of regarding the past 
as heroic and faultless as compared with the apparent degra- 
dation of the present. His own words are monuments to his 
mental balance: “if every age had as much declined in mor- 
ality and virtue, as is commonly imagined, we must have been 
by now arrived to a degree of vice, that would be inconsistent 
with human fellowship.’’® 

Perhaps the most characteristic Mercantilist criticism of 
luxury arose from the prevailing notions about wholesome 
and harmful forms of trade. Luxury bred vanity, and vanity 
required foreign goods. As early as the time of Hales, pro- 
tests arose concerning the infelicitous effects of importing the 
“‘trifles” which ‘‘might ether be clene spared, or els made 

5. Dobbs, Arthur. An Essay on the Trade and Improvement of 
Ireland. Dublin, 1729, p. 52. 

6. Bellers, John. An Essay for Imploying the Able Poor, p. 43. 

7. Davenant, Charles. Discourses on the Public Revenues, and the 
Trade of England. London, 1698. Reprinted, Works, i, 389-390. 
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within the Realm.’”! The influential Josiah Child preached 
the same doctrine. Luxury and prodigality, he regarded 
equally prejudicial to a kingdom as they were to the indi- 
vidual and his family, but the most opprobrious luxury was 
that form which induced the inflow of foreign commodities.” 
Berkeley’s philosophy had the same flavor; people “‘ whose 
luxury consumeth foreign products” were, according to his 
logic, injurious to the nation.* While vanity enfeebled a 
nation, parsimony strengthened it by decreasing imports and 
making a larger export surplus available. Prodigality might 
be a personal vice, but national prodigality was the germi- 
nating means of national disaster.5 The trade balance was 
unfavorably affected, the nation fell into debt, and the people 
themselves were weakened. “For the truth of the matter is,”’ 
said William Wood, ‘that where riot and luxuries are not 
discountenane’d, the inferior rank of men, become presently 
infected, and grow lazy, effeminate, impatient of labour and 
expensive, and consequently cannot thrive by trade, tillage 
and planting.”® In a word, luxury undermined a nation’s 
productive power! 

What might be done to curb this unholy altho natural 
vice? The medieval thinkers, with a firm belief in authority, 
had sought the remedy in personal admonition, magisterial 
surveillance and prohibitive legislation. But the seculariza- 
tion of thought had fostered a revolt of public opinion and 
challenged the soundness of sumptuary laws. Torn by dis- 
sension, the Mercantilists could not agree upon the remedy 
and ultimately could not agree as to whether luxury was 
wholly harmful. Perhaps no better illustration is to be found 


1. Hales, John. A Discourse of the Common Weal of this Realm of 
England. 1581. Edited from Mss. by Elizabeth Lamond, 1893, p. 64. 

2. Child, Sir Josiah. A Discourse About Trade. London, 1690. 
Preface. 

3. Berkeley, op. cit., p. 9. 

4. Temple, Sir William. Observations Upon the United Provinces 
of the Netherlands. London, 1668. 6th Edition, 1693, pp. 230-231. 

5. Pollexfen, John. Of Trade, Also of Coyn, Bullion. London, 
1697, p. 41. 

6. Wood, William. A Survey of Trade. London, 1718. 2d Edition, 
1722, p. 158. 
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of Mercantilism as a continuation of Canonist thought and 
a revolt against it. Whereas medieval England had regulated 
the consumption of everything from apparel to food,’ this 
legislative theory had spent itself by Elizabeth’s reign. The 
economic writers of the seventeenth century found themselves 
in the curious quandary of wanting a remedy for a national and 
social disease which they thought infected the whole nation. 
The British writers seemed at least to agree that crude 
legislative prohibition would not cope with the problem. 
“Sumptuary laws have seldom had any good effect,” said 
John Pollexfen.* Within the country, they could not be 
enforced because the offenders were too numerous and be- 
cause they were offensive both to traders and consumers, 
while laws directed against foreign commodities invited retali- 
ation. Pollexfen’s adversary, Charles Davenant, quite agreed 
with him on this score. There is no country without such 
laws, he said, but “hardly a place can be instanc’d, where 
they are observed, or produce any public good.’’® He did 
conceive that a country such as France “‘ where trade is fore’d”’ 
might hope to enforce rules of consumption but in “‘ countries 
inclin’d to genius” he regarded laws of that character as 
unnatural and ineffective. Joseph Harris, altho he wrote 
his tract after Hume had relieved luxury of its anti-social 
flavor, still felt that luxury bred vanity and should be sup- 
pressed. But Harris was far too cautious and accurate a 
judge of human nature to believe that sumptuary laws would 
suffice. ‘This is a matter of great delicacy, and requires a 
nice judgement.” The positive danger which beset such 
legislation was that the laws “might be productive of effects, 
contrary to their intention.”? Luxury, for example, might 
give rise to certain “curious arts” the suppression of which 
“instead of begetting riches, bring on poverty.”” The acid 
7. Cunningham, W. Growth of English Trade and Industry. 5th 
Edition, Cambridge, 1910, pp. 318-322. 
8. Pollexfen, op. cit., p. 82. 
9. Davenant. An Essay on the East India Trade, p. 49. 
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test of polity, it should be noted, was whether it stimulated 
or repressed production. 

The lack of faith in sumptuary laws did not imply that 
the Mercantilists proffered no solution for the problem of 
luxury. Many believed that the tax system could be em- 
ployed as an instrument to restrain consumption. Among the 
early advocates of this policy was Lewes Roberts who be- 
lieved that if high import duties were levied upon luxuries 
the ‘‘merchant or importer may have no great desire to bring 
them in” because he might be unable to recover his cost. At 
least, if the commodities in question were saleable at the 
increased price, the kingdom would gain something by the 
impost revenue.’ Davenant advocated duties on luxuries for 
quite a different reason. The imposts would fall heavily upon 
the rich and sparingly upon the poor.‘ Theodore Jansen, who 
codified the Mercantilist philosophy of good and bad trade 
at the opening of the eighteenth century, thought that lux- 
uries ought to be “very prudently charged with excessive 
duties.’” 

Moral suasion, however, was the chief hope of the Mercan- 
tilist writers for repressing extravagant and prodigal con- 
sumption. Sir William Temple, who was profoundly envious 
of Dutch industry and frugality, thought that England could 
overtake her neighbor if frugality were widely practiced, if 
industry were made mandatory and if none were suffered to 
live by rapine and fraud.® Filled with concern over the rising 
tide of ostentation, many Mercantilists thought that the 
example of the sovereign could be the most fruitful way of 

3. Roberts, Lewes. The Treasure of Traffike or a Discourse of For- 
raigne Trade. London, 1641, p. 40. Much later Campbell took the same 
view. Those people who cannot restrain their ‘unreasonable appetite 
for foreign luxuries” ought to be compelled to “pay roundly for such 
indulgence.’’ Campbell, John. A Political Survey of Britain. (2 vols.) 
London, 1774, ii, 247. 

4. Davenant, Charles. An Essay on Ways and Means of Supplying 
the War. London, 1695. Reprinted, Works, i, 66. 

5. Jansen, Sir Theodore. General Maxims of Trade, 1713. 

6. Temple, Sir William. An Essay upon the Advancement of Trade 
in Ireland. Dublin, 1673. Reprinted, Miscellanea. London, 1693, p. 109. 
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combatting the tendency. Davenant recommended this 
measure because it would discourage excesses of apparel and 
consumption “without giving offense to your neighbours, by 
prohibitions.”’? Whatever the means, one group of the Mer- 
cantilists saw hope of economic progress oniy by “retrench- 
ing our consumption’”’ and instituting a “frugal manner of 
living.’’® 

But it must not be supposed that all the British writers 
condemned luxury. For the very same reason that one reac- 
tionary group decried the growth of consumptive wants, 
another group was inclined to believe that this expansion in 
desire gave a powerful stimulus to a nation’s productive 
capacity. In this phase of the discussion of luxury we have 
another illustration of Mercantilism as a sharp reaction 
against Canonist doctrines. The roots of a theory of bene- 
ficial luxury trace backwards throughout the seventeenth 
century. If we reverse our direction, these capillaries con- 
verge with others, broaden and expand, until they form an 
important tap-root leading up to Hume’s synthesis of the 
theory of luxury by the middle of the eighteenth century. 

In spite of Mun’s ranting about “piping and potting,’’ he 
preached, to some extent, a doctrine of consumption. All 
“bounty and pomp is not to be avoided, for if we should 
become so frugal, that we use few or no forraign wares, how 
shall we then vent our own commodities?”® But this state- 
ment of Mun merely admits that goods must be purchased 
if goods are to be sold. It does not vindicate an increase of 
consumption as such. The change of attitude emerges almost 
dramatically in the last quarter of the seventeenth century. 
Coke, Barbon, North, and Petty concur in the praise of 
luxury and antedate the eighteenth-century writers who take 
up the same problem. Among the latter were Postlethwayt, 
William Temple of Trowbridge, and Hume, who reconciled 
luxury and progress. 

7. Davenant, Charles. A Report to the Honourable Commissioners. 
London, 1712. Reprinted, Works, v, 379. 
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The author of England’s Great Happiness was one of the 
first writers forcefully to call attention to the beneficial 
results of increased consumption. A high standard of living 
“puts us all upon an industry, makes every one strive to 
excel his fellow.’’ As a result of redoubled effort, more will 
be produced than domestic markets can assume so that the 
upshot will be that merchants will “stretch their wits 
farther, and are never satisfied until they ingross the trade 
of the universe.’”' Coke’s position was even more heretical. 
He stated categorically that trade “no where thrives better 
than where men spend above the ordinary means of living.’” 
The versatile Nicholas Barbon drew a neat distinction point- 
ing out that whereas prodigality might be prejudicial to the 
individual, it was beneficial to trade. Following Aristotle, 
Barbon contrasted prodigality with covetousness and con- 
cluded that covetousness was the cause of greater evil since 
it “starves the man and breaks the trader.’’* One form of 
expenditure was especially approved by Barbon: private or 
public building. The continued prosperity of Holland, he 
attributed very largely to governmental encouragement of 
building.‘ New fashions in apparel were not to be feared. 
Barbon’s faith in consumption as a tonic to stimulate in- 
dustry was boundless. The promoting of new fashions should 
be encouraged, rather than discouraged by the sovereign. 
Imitation of the style set by the court ‘“‘lyes under an ill name 
amongst many grave and sober people, but without just 
cause.’® The over-praised North agreed with Barbon and 
Coke. Countries with sumptuary laws, he alleged, were usu- 
ally poor, and this condition he attributed to the tendency 
which such legislation has to repress the industry and inge- 
nuity which would have been forthcoming to support people 
“in the full latitude of the expense they desire.’”® 


1. England’s Great Happiness, or a Dialogue Between Content and 
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Petty, with his usual insight, recognized that the question 
was not entirely one of whether luxury was harmful or bene- 
ficial. It depended upon whose luxury or increased consump- 
tion was involved. Would it be better for Ireland “to restrain 
the luxury of 150 M. optimates below 10 L. each; or to beget 
a luxury in the 950 M. plebians, so as to make them spend, 
and consequently earn double to what they at present do?’’’ 
The question implies the answer by suggesting that if the 
poor be permitted to spend, they will consequently earn more. 
One is not surprised when Petty concludes that the restraint 
of luxury of the rich would merely ‘“‘encrease the sordidness 
and squallor of living already too visible in the 950 M. 
plebians with little benefit to the Common Wealth.” But 
Petty’s clear understanding of what Mill was later to desig- 
nate as “progressive improvement’”’ is manifest when he pre- 
dicts that an increase of consumption among the lower classes 
‘shall encrease the splendor, art, and industry, of the 950 M. 
to the great enrichment of the Common-wealth.”’ Labor and 
“art” in Petty’s economics were factors of production on a 
par with land. If both these were to increase, an expansion 
of the nation’s wealth must necessarily follow! 

The most significant and penetrating analysis of the dis- 
advantages and benefits of luxury was precipitated by Man- 
deville’s Fable of the Bees. In refuting the general thesis of 
the Fable, Hume carried the discussion of luxury to its high- 
est development at the hands of the British Mercantilists. 
Hume refused to accept the naiveté of Mandeville’s argu- 
ment. It is “little less than a contradiction in terms, to talk 
of a vice, that is in general beneficial to society.’’® In the 
first place the luxury of citizens must necessarily encroach 
upon the income of the sovereign.® Here is the old Mercantilist 
condemnation of luxury in compact form. But on the other 
hand, Hume understood that want of industry on the part 
of a sovereign’s subjects would curtail public revenue even 

7. Petty, Sir William. The Political Anatomy of Ireland. London, 
1691. Reprinted, Hull’s Edition of Petty’s Works, i, 192. 
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more considerably than luxury. The problem, therefore, was 
how to devise means whereby national industry could be 
fostered. 

Hume offered two solutions: the first a Platonic “pro 
patria” hypothesis. If a whole nation could be converted 
“into a kind of fortified camp”’ and if into each breast could 
be infused “so martial a genius, and such a passion for public 
good as to make every one willing to undergo the greatest 
hardships for the sake of the public; these affections might 
now, as in ancient times, prove alone a sufficient spur to 
industry.” In such a camp, it would be advantageous to 
banish all luxury. But it was because Hume realized the 
impossibility of this plan that he suggested another. Because 
“‘these principles are too disinterested,” it becomes necessary 
to ‘‘govern men by other passions, and animate them with a 
spirit of avarice and industry, art and luxury.’ 

A taste of luxury would be the automatic means of accom- 
plishing the same goal which a dictator might attain by the 
suppression of luxury. Human nature was the answer to the 
paradox. Happiness, said Hume, is a composite of action, 
pleasure and indolence. ‘No ingredient can be entirely want- 
ing without destroying, in some measure, the relish of the 
whole composition.’’? The increase of the commodities which 
provide ‘‘the ornament and pleasure of life’’ must therefore 
be beneficial to society. Labor devoted to their production 
becomes, said Hume, “‘a kind of store-house of labour”’ and 
in times of national emergency this labor reserve might be 
turned to public service. But the availability of articles of 
luxury yielded even greater social benefit by stimulating the 
industry of all who sought to gratify their expanding wants.’ 

Luxurious consumption, in Hume’s opinion, was in reality 
of two sorts: innocent and vicious. Innocent luxury repre- 
sented a “refinement in pleasure” and was always socially 
desirable. It was the very antithesis of excess and immoder- 
ation. “The more men refine upon pleasure, the less they 
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will indulge in excesses of any kind, because nothing is more 
destructive to true pleasure than such excesses.’* Only 
“vicious luxury” ought to be restrained. Here Hume’s 
reasoning converges with Petty’s. Luxury which is directed 
to gratifying totally selfish wants and leads men to disregard 
all “‘acts of duty and generosity”? must necessarily be preju- 
dicial to society. The money expended for the gratification 
of the wants of a single person might “relieve the necessitous, 
and bestow satisfactions on hundreds.’® Even excessive 
luxury might be preferable to “sloth and indolence, which 
would commonly succeed in its place.”® Hume’s analysis 
therefore represents a synthesis of the preceding Mercantilist 
philosophy’ and also illustrates the complete divergence of 
the medieval and the Mercantilist view. The medieval writ- 
ers argued that high wages led to idleness and idleness to 
luxury and excess. Hume pointed out that it was the absence 
of commerce and the arts which produced indolence. Luxury 
he considered the generating cause of commerce and the arts. 
It may be either innocent or vicious. Innocent luxury is 
socially advantageous because it gives a powerful impetus 
to industry at the same time that it creates a reserve army 
which would be appropriable in times of national emergency. 
Vicious luxury, on the other hand, Hume regarded as uneco- 
nomic because it provided a few persons with that which 
might have sufficed for many. But luxury of either type was 
preferable to sloth and indolence. 

Varied as were the attitudes of the English Mercantilists 
toward the problem of luxury, there was agreement as to the 
end which all had in view. Some clung to medieval doctrine 
that luxury ought to be suppressed, while others recognized 
that a reasonable increase in consumptive expenditure would 
foster industry and quicken diligence. Production in the 
minds of the English writers was all important, and tho the 
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Mercantilists might have disagreed as to the means whereby 
labor could be made more effective, they were unanimous in 
their hope that the man-power of England might be made a 
more fruitful factor of production. By the middle of the 
eighteenth century the transition was well-nigh completed. 
The private pursuit of gratification was recognized as a tre- 
mendous force which would release untold amounts of latent 
productive power. “The word luxury,” wrote Joseph Harris, 
“hath usually attached to it, a kind of opprobrious idea; but 
so far as it encourages the arts, whets the inventions of men, 
and finds employments for more of our own people; its influ- 
ence is benign and influential to the whole society.’’* If there 
is any correlation between the supply of commodities and 
the sum total of happiness, a program which was designed to 
increase a nation’s stock of wealth had much to commend it. 
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INDUSTRIAL RELATIONS 
IN SOUTHERN TEXTILE MILLS 


An examination of any representative sample of the recent 
flood of books relating to labor and industrial relations in the 
cotton mills of the South might easily induce among many 
readers a feeling closely akin to that alleged by Brer Rabbit 
when he pleaded with Brer Fox: “Skin me, Brer Fox, snatch 
out my eyeballs, t’ar out my years by de roots, en cut off 
my legs,’”’ sezee, “‘but do please, Brer Fox, don’t fling me in 
dat brier patch!’”’ For the field of industrial relations in the 
cotton mills is a brier patch in the most literal sense. 

But to those of us “‘bawn and bred’’ at least in close 
proximity to this brier patch it has a fascination. Conse- 
quently, we have read with more than the usual amount of 
interest, but probably with equally varying emotions, the 
accounts of the dramatic events in Elizabethton, Marion, 
Gastonia and elsewhere which put the names of those mill 
communities on the front pages of European and American 
newspapers alike. Amid the welter of accusations, counter- 
accusations and recriminations apparently inevitable in labor 
controversies we find ourselves in more or less sympathy with 
the wish expressed in the introduction to Shumway’s J go 
South: “I want to read something good about the cotton 
business — something that would tell the truth, the whole 
truth, and nothing but the truth about the people who grow 
cotton, and the people who spin and weave it in the South 
. . » But all the books I read are just crowded with prejudice. 
Every writer wants to prove something, instead of reporting 
conditions as they are.”’ 

Needless to say this is a counsel of perfection. Limitations 
of space, or purpose, or capacity for observation and analysis 
have prevented this ideal from being attained in any of the 
volumes in the sample listed below.' Perhaps the ideal is 

1. Berglund, A., Starnes, G. T., and De Vyver, F. T., Labor in the 
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impossible of attainment. Largely because of the very great 
diversity among cotton mills and cotton mill towns, “A 
person going into the South can prove just what he wishes 
without any trouble at all.”* Altho what writers wish to 
prove will, of course, vary with their leanings toward a pro- 
labor or pro-capitalist point of view, it remains true that the 
degree to which they are conscious of their leanings varies 
almost as much as do the mills. Of those under consideration 
here Tippet stands farthest to the “left,’’ Shumway to the 
“right,” with the others ranged between. It may be unwar- 
ranted even to suggest that all of them have “leanings,” but 
on the other hand there is ground for the belief that in such 
controversies as this complete objectivity is difficult if not 
impossible. 

Among the questions for consideration in a brief reéxami- 
nation of industrial relations in Southern textile mills are: 
What is the common ground from which such a reéxamination 
may start? Why has the textile industry moved South? 
What are representative hour and wage schedules in these 
mills? What is the nature of the labor supply? Has that 
labor been exploited? What sort of a thing is the “mill 
village”? What are the educational opportunities of mill 
district children? What caused the outbreak of strikes shortly 
after the termination of the World War and those a decade 
later? Has trade unionism of whatever type anything of 
value to offer mill workers and their employers? What has 
the textile industry to gain by the adaptation to its own prob- 
lems of certain features of the programs of industrial rela- 
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tions now more or less well established in other lines of busi- 
ness activity? On some of these points it is impossible to 
generalize; in fact, on a number of specific problems the chief 
generalization to which some writers in this field seem willing 
to commit themselves is that it is impossible to generalize! 

The outstanding fact upon which there can be no disagree- 
ment is stated in the title of the Mitchells’ collection of essays; 
there has been in the past fifty years an “Industrial Revo- 
lution in the South.” Altho there appears to be substantial 
evidence that “‘as late as 1810 the manufactured products of 
Virginia, the Carolinas and Georgia exceeded in value those 
of the entire New England States,”’ it is well known that these 
early tendencies toward industrialization were subsequently 
swamped by the rising tide of cotton culture. The voices of 
William Gregg and a few others urging industrial develop- 
ment rather than political revolt were almost those of proph- 
ets crying in the wilderness. The majority of the leaders of 
the South seemed content to stake the economic future of 
that section not only upon agriculture alone, but upon what 
was essentially a one-crop agriculture which was literally 
mining away the fertility of Southern soil. True, Charleston 
subscribed some $300,000 to Gregg’s project, and his Granite- 
ville mill was a success almost from the day in 1848 when it 
began operations, but it was not until after the Civil War 
and Reconstruction that industrialization made substantial 
progress. 

From the vantage point of the third decade of the twentieth 
century it is easy to criticize these gentlemen of the Old South, 
but some will be inclined to question whether the Mitchells 
have not overdone it in one of their essays in which they 
hold that: 

“Mostly, of course, the ante-bellum leaders got us into trouble. One 
is not so much inclined to shed a tear for them that they were the 
knights of the ‘Lost Cause’ as that they were knaves of a lost South. 
They took the easiest way with their economic environment, and were 
fertile in rationalizations of their course. They pursued a wasteful, 
staple agriculture; only a few paid more than lip service to the utility 
of manufactures, while many of them treated industry with fear or 
contempt. . . . They grew into a personally pleasing aristocracy, allow- 
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ing the Poor Whites to be shouldered aside into penury and ignorance. 

“‘Their vaunted chivalry was thus a mockery. They served their 
own interests. They rested their economic system upon the back of 
the chattel slave, leaving their unpropertied white brothers without 
even the measure of paternalism meted out to useful dependents. They 
were supposed to be not only free from the bourgeois vices of the North 
but exceedingly genteel. But their culture, if we leave aside their soft 
voices, was a myth. They had no music, no art but Georgian porticoes 
and beaten biscuit, and a scanty few men of letters. They had no 
inventiveness, for their whole life was stagnation. Their men of science 
were almost accidental, for learning was metaphysical and was applied 
in oratory.... Their maxim, toward land, capital, and labor, and 
toward their political reasoning as well, was exploitation. . . 

“It would not have been so bad, even so, had they left the South 
simply exhausted after the conflict. But they left her without recupera- 
tive power in the old habit. In a one-crop agriculture, which had ban- 
ished ingenuity, there was no trick of recovery.” 


And so, our collaborators conclude, ‘‘the South of romance 

. . was just a literary hoax, good only for a mammy song.’” 

In some of its details the foregoing judgment may be too 
harsh, but as suggested above, the fundamental position 
taken is sound. For altho the proud boast of a prominent 
Southern political leader before 1860 that “‘no sane nation 
(would) make war on cotton,” that by refusing to furnish 
cotton for three years and “without firing a gun, without 
drawing a sword... we could bring the whole world to our 
feet,” is an extreme statement of the economic monomania 
that pervaded the South, nevertheless there is ample evidence 
that other leaders and public opinion in general supported 
the existing economic regime. In the humiliation of defeat 
and the bitterness of Reconstruction the South was forced to 
a recognition of the necessity for a thorogoing reorganiza- 
tion of its economic life. A major reason for the victory of 
the North lay in the simple fact of industrialization, and 
consequently the advocates of cotton mills in the seventies 
found ready acceptance of their ideas. 

For a number of reasons the change from agriculture to 
manufacturing was somewhat slow in getting under way. 


3. Mitchell, The Industrial Revolution in the South, pp. 282, 283, 
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There seems general agreement that the period of rapid indus- 
trialization can be rather definitely dated as beginning in 
1880. From that time on the proportion of the manufactured 
products of the United States made in the Southern states 
has steadily increased. It stood at 5.1 per cent in 1880 and 
at 10.2 per cent in 1927 when measured in terms of its value. 
During these years the total value of manufactured products 
in the nation increased 1,170 per cent, whereas that in 
the South increased almost exactly double that percentage, 
over 2,300. 

Now obviously this change has not been brought about 
solely because men living south of the Mason and Dixon line 
decided that it was time to industrialize. Raw material 
resources, power and labor must be available. The wealth 
of the South in all these respects lends weight to the criti- 
cisms of the ante-bellum leaders; there can be no doubt that 
opportunities and advantages had not been properly utilized. 
Forced tho the transition was, the raw material, power and 
labor resources were significant not only in making the change 
possible but also in inducing it. 

On the relative importance of these factors in the specific 
matter of the shift of the textile industry toward the South, 
however, there is considerable disagreement. The Mitchells 
emphasize cheap labor from 1880 to the present; Berglund 
and his Virginia colleagues admit its significance, but contend 
that it has been ‘“‘unduly exaggerated,” and lay stress on the 
raw materials and the advantages of nearness to those mater- 
ials. But the lengthy chapter of the Virginia collaborators 
on wages and hours in the cotton textile industry does not 
constitute an entirely satisfactory substantiation of their 
position. They note that wages in this industry both North 
and South are “low — very low — in comparison with the 
other major industries of the country”’ (p. 69), call attention 
to the fact that in 1928 average hourly rates of wages in a 
selected group of occupations in Maine (with the lowest rates 
in New England) were only one cent higher than those in 
Virginia (with the highest rates in the South) and warn us 
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that the South should not be condemned without reservation, 
nor the North praised in the same fashion (pp. 72 and 74). 
All of this is doubtless praiseworthy scholarly caution, but 
the fact remains that their own summary figures show for 
these same selected occupations in 1928 an average difference 
in favor of the Northern operative of $5.70 a week in full- 
time weekly earnings and of $6.71 a week in actual earnings 
(p. 98). Now these differences would not mean so much if 
the actual earnings of textile workers were $50 or $60 a week, 
if the ‘‘extras” provided by the Southern mill owners in 
cheap rent, cheap fuel, and the like, really made up the dif- 
ference, or if the efficiency of Northern operatives was suffi- 
ciently superior to result in lower labor costs. That the first 
is not the case everyone knows. When the differences are 
reduced to percentage terms for each of the selected occupa- 
tions we discover that the least difference in actual weekly 
earnings in favor of the Northern operative is about 30 per 
cent, that in two-thirds of the occupations the difference is 
over 50 per cent, and that in one instance it is nearly 140 
per cent. Berglund, Starnes and De Vyver believe that only 
the items of cheaper rent and fuel should be included in wage 
comparisons between Northern and Southern mill workers, 
since the other ‘‘extras” frequently offered as explanations 
for the differences are actually paid for by Northern manu- 
facturers in a less direct fashion (pp. 122-124). They sug- 
gest that the “Southern manufacturer is probably donating 
about seventy-five cents a week a room to each family occu- 
pying a company house.” Bureau of Labor Statistics figures 
quoted by Rhyne‘ on company housing in Southern textile 
communities show an average of 2.3 workers per dwelling 
and an average of just under 4 rooms to the dwelling. From 
these admittedly somewhat unsatisfactory data one may infer 
that the average addition to wages represented by cheap rent 
is something less than $1.50 a week for each employee. On 
the actual monetary saving to workers resulting from the 
sale of fuel by employers at wholesale rates no estimates 
have been found, but even after a fairly liberal estimate of 


4. Op. cit., p. 133. 
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such saving is made the average difference in actual earnings 
must remain approximately $5.00 a week. With reference to 
the relative efficiency of Northern and Southern operatives 
there is also considerable disagreement. Nevertheless the 
evidence presented by Professor Broadus Mitchell in his 
earlier volume on The Rise of Cotton Mills in the South 
together with some comments of Professor Berglund and his 
associates indicate their belief that there has been no dif- 
ference of sufficient importance between the two groups of 
operatives to constitute an explanation of the wage differ- 
entials. 

Nor do differences in costs of living seem adequate to 
explain these differentials. Both Mitchell and Berglund quote 
studies of the National Industrial Conference Board on the 
cost of a minimum standard of living in 1919 and 1920 in 
one Northern and three Southern textile towns indicating 
that it is higher in the South. The Virginia collaborators, 
however, go on to note that the Conference Board believed 
‘close comparisons’’ were “‘ not justified from the data given,” 
and add their own conclusion that “The question of whether 
it costs more to live in the North than in the South remains 
unanswered” (p. 125). The comparison they undertake on 
food costs in the two sections in 1928 shows “conclusively,” 
they believe, that with the exception of meats these costs in - 
both are practically the same. Incidentally it should be 
observed that they also conclude that “the company stores 
visited cannot be accused of profiteering.’’ In the light of the 
earlier situation it is to be sincerely hoped that company 
stores “not visited’”’ are equally blameless. 

As stated above, the Mitchell brothers agree with the more 
commonly held view that during the entire period since about 
1880 cheap labor has been decidedly the most important 
factor in bringing the textile mills South; in fact, in the indus- 
trialization of that section. Furthermore, they conclude that 
Southern labor has been definitely exploited by its industrial 
employers. And the basis for this charge of exploitation in- 
cludes the exaction of excessive hours as well as the payment 
of inadequate wages. 
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On this matter of hours there can be no doubt that full- 
time weekly hours are long in comparison with the 48-hour 
schedule which has come to be recognized as the standard in 
so many American industries and in comparison with the 
schedule in Northern mills. As recently as 1918 average full- 
time hours were 60 per week in Southern mills and in 1928 
they were 55 or 56. For the same years Northern mills showed 
averages of 54 and 50 or 51 respectively with the outstanding 
exception in the latter year of 59.2 for male frame spinners. 
On the other hand, it will be surprising to many to observe 
that average actual hours for this decade in all the selected 
occupations but one have been consistently lower in the 
South than in the North.’ The significance of this fact is 
reduced, however, by the realization that the “spare hand”’ 
system is much more prevalent in the South. These opera- 
tives work but a short time each week, so that the inclusion 
of their hours with those of regular employees materially 
lowers the average. 

But in reaching final conclusions on the reasons for the 
shift of the textile industry to the South we must not forget 
certain other factors, such as possible savings in taxes and 
maintenance and the less tangible advantages of a submissive 
labor force. In comparing what they designate as typical 
Southern and Northern mills the Mitchell brothers estimate 
savings of 33 per cent in taxes, the same in power, and 25 
in maintenance (p. 168). Everyone knows that Southern 
chambers of commerce have advertised the tractability of 
Southern labor ad nauseam. The situation is summed up 
neatly in the statement of Lockwood, Greene and Company, 
New England cotton mill engineers and manufacturers, who 
have given more and more attention to the possibilities of 
the Southern field, concerning the advantages of that section: 

“As compared to New England and the Northeastern part of the 
country, the South has the advantage of longer hours of labor, lower 
wage scales, lower taxes, and legislation which gives a manufacturing 


plant a wider latitude than is usually possible in the North in the way 
of running over-time and at night. ... The South is. . . fortunate in 


5. Berglund et al., op. cit., pp. 84 and 85: 
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having a supply of native American labor which is still satisfied to work 
at a low wage.” ® 


And to this may well be added the statement of Mr. J. E. 
Edgerton, native of the South and president of the National 
Manufacturers Association, on Southern labor: 

“This population is preponderantly native. It is a native soil in 
which exotic radicalism does not thrive, for the worker of the South 
has as a heritage a sturdy Americanism that restrains him from run- 
ning after strange economic gods and makes him a dependable factor 
in industry.” ? 


In the light of the well-known and persistent attitude of the 
Manufacturers Association toward trade. unionism of all 
sorts and toward social reform legislation in general, it does 
not seem extreme to conclude that the Association as a group 
and most of its members view the South as a stronghold of 
industrial autocracy which must be exploited as thoroly as 
possible for so long a time as it can be defended against the 
assaults of ‘‘radicalism.”’ 

Before proceeding to a consideration of recent events which 
denote a shorter life for this autocracy than its defenders 
wish, it is necessary to examine a bit more closely the nature 
of the labor supply in Southern textile mills, and the nature 
of the labor policy of the mill owners. For it must be noted 
that this labor policy has its benevolent aspects; in fact, some 
prefer to designate it as paternal rather than autocratic. 

In the earlier years of the industrial revolution in the South 
the primary motive for establishing factories in the region 
was doubtless the desire to replace the discredited agricultural 
economy with one which was better balanced. But along 
with this mainspring for action, and complementary to it, 
was a large measure of bona fide philanthropy. In a very real 
sense the chief economic victims of the old regime were the 
“poor whites.” Forced out of the more fertile regions by the 
spread of the plantation system, hampered by inadequate 
transportation and marketing facilities, unprovided with 
educational opportunities, those of this group who retained 


6. Quoted in Mitchell, op. cit., p. 38. 
7. Ibid., p. 37. 
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title to a few paltry acres were compelled to eke out a meagre 
existence by hunting, fishing, and, occasionally, stealing. 
The landless whites who had learned some handicraft or en- 
gaged in petty trade were, of course, directly and indirectly 
dependent upon the plantations, and frequently found them- 
selves in competition with slaves who had likewise learned a 
craft or were engaged as handlers of the great staple crops. 
And these slaves could rely upon the obligation felt by most 
of the owners for providing that ‘“‘security’’ which Professor 
Commons has designated as the center of the “labor prob- 
lem.” The whole group, then, was accurately designated by 
the term “poor whites.” 

As suggested above, this situation was generally recognized 
before the Civil War, but only a few Southern leaders felt 
any necessity for doing anything about it. The great majority 
seemed to believe, at any rate they acted as if they did, that 
some were born to be “‘hewers of wood and drawers of water,” 
and that all men should be satisfied ‘with that state into 
which it has pleased God to call them.’”’ The war and emanci- 
pation wiped out the wealth of many of the members of the 
old aristocracy; no small number were reduced almost if not 
quite to the status of “‘poor whites.’’ Cotton mills were 
envisaged as a way out of the economic chaos and in the com- 
mon misery of Reconstruction arose a desire to help those 
whose needs had been so long disregarded. Among the nu- 
merous instances of the establishment of cotton mills in which 
the spirit of philanthropy was not only present but also prob- 
ably dominant, the case of the Salisbury mills in North 
Carolina is most frequently cited. No one can read the details 
of the beginnings of these mills in a typical “revival meeting” 
without realizing the importance of humanitarian motives. 

Of a decidedly less praiseworthy character, however, was 
another factor which prompted the builders of the new mills 
to employ “poor whites” as operatives. Certain aspects of 
Reconstruction imbued many members of the former planta- 
tion-owning families with a very real fear of the possibility of 
Negro domination. Hatred of the Negro had long character- 
ized the “‘poor whites.’ Both groups saw an opportunity for 
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retaining white economic supremacy by maintaining cotton 
manufacturing as a white man’s industry. And so in these 
earlier years owners and operatives were to no small extent 
likely to consider themselves as coéperators rather than as 
“bosses” and “workmen.” Usually, however, there was 
present also the patron-client relation: the mill owner looked 
upon himself as a benefactor; the operative did not question 
the validity of this notion and accepted the benefaction 
gratefully. 

To the generalizations just made there were, of course, 
certain exceptions. Some mill owners did not appreciate the 
potentialities of the poor whites as operatives and believed it 
would be necessary to import workers from the North or 
even from Europe. Actually very little of either was done, a 
fact brought out in Rhyne’s volume’ as well as in others. 
With the passage of years and the growth of the textile 
industry it did become necessary, however, to have recourse 
to the mountaineer whites who at first had been little used; 
a procedure which has become more and more prevalent in 
the past two decades. And, at least until fairly recently, most 
Southern manufacturers seemed well satisfied with the moun- 
taineer turned operative on the'grounds that, despite his 
greater difficulty in adapting himself to mill village life and 
his consequent greater propensity for returning to his farm 
than is true of the lowland tenant farmer, he is more efficient, 
more capable of hard work, and pronouncedly individualistic. 

For twenty years at least the patron-client relation between 
mill owners and their employees continued to dominate the 
situation. Protests of one sort or another were voiced from 
time to time, but because of the feeling of copartnership 
already noted and the nature of the labor supply they were 
spasmodic and unorganized. The great majority of the work- 
men believed, and justly so, that they had made and were 
continuing to make economic advances. Small, unsightly and 
lacking in modern conveniences as the first company houses 
were, they were in almost all cases better than those in which 
the new hands had formerly lived. Mills were small and 


8. Cf. ch. VII. 














SOUTHERN TEXTILE MILLS 731 


owners and superintendents knew the men as individuals; in 
fact, usually addressed them by their first names. Slowly, 
but with increasing momentum after 1900, many mill owners 
stimulated the development of schools and began to use their 
influence and occasionally some pressure to secure attendance. 
From the beginnings of the industry and continuing pretty 
well to the present time the mills have contributed substan- 
tially to the building and maintenance of churches and to the 
payment of preachers. So-called ‘community work” has 
been fostered and supported, but more by individual mem- 
bers of the management than by the mills as such, and the 
impetus to such work generated during the World War seems 
to have lost much of its force. The extent of health work, 
including the employment of company physicians, visiting 
nurses, hospitals and educational propaganda concerning such 
matters as sanitation and vaccination, has varied among dif- 
ferent mills decidedly more than has that of certain other 
welfare activities. In some mills, notably those of North 
Carolina, systems of group insurance have been introduced 
and the tendency seems to be toward their increasing adop- 
tion. In addition to the foregoing items reflecting the more 
or less benevolent aspects of Southern textile mill labor policy, 
we find the companies supporting baseball and basket ball 
teams and bands, encouraging employees in the growing of 
vegetable and flower gardens, aiding in the establishment of 
savings funds. Needless to say the larger concerns are, in 
general, doing more of these things. 

In the light of these developments what can one say of the 
mill village as a place to live and in which to rear children? 
If we are to believe the account of Shumway in I go South, 
it is about as near perfection as we could hope to find. And 
this in spite of the reservation on his last page but one that 
things are ‘nowhere near perfect, that’s a bet.” Most 
observers would agree with his next statement that “they 
are getting better” in the villages in general, and still seri- 
ously question whether he told “the truth, the whole truth 
and nothing but the truth about the people who grow cotton, 
and the people who spin and weave it in the South,” as the 
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author of his introduction requested him to do and as he 
claims to have done in his last sentence. His observations 
seem to have been confined to a group of five mills owned 
by the same corporation, near West Point, Georgia, except 
for a passing reference to housing in some other mill towns. 
His figures on wages confuse rates and “‘income”’ (p. 45). 
He notes that now the worker “‘reads the papers, big ones”’ 
(p. 87); but Rhyne’s much more careful study indicates that 
the textile worker reads little, and that the newspaper he 
chooses is of the sensational type (p. 15). Shumway’s second 
and ninth chapters leave the impression that everything pos- 
sible is being done by the West Point Manufacturing Com- 
pany to provide educational and recreational facilities for the 
children of its five towns. Doubtless it does, but Rhyne’s 
statistics show that altho the children of mill operatives in 
Gaston County, North Carolina, constitute 64.9 per cent of 
the enrollment in the first grade of the schools of that county, 
they constitute only 40 and 29.1 per cent in the last two of the 
elementary grades — the sixth and seventh. In the first year 
of the high schools the percentage drops to 15.4 and in the 
last year to 7.6 (p. 151). A similar situation exists in other 
counties of North Carolina and in Southern textile communi- 
ties in general. Altho the real indifference to education of a 
considerable number of textile workmen plays a réle in this 
situation, there is substantial basis for the view that the 
extremely low wages received by most operatives is a much 
more important consideration. The available evidence indi- 
cates that there is no conscious design on the part of mill 
owners to restrict the educational opportunities of the chil- 
dren of their employees, but the results of their wage policies 
are about the same as tho they had such a purpose. Con- 
sequently there seems solid ground for Rhyne’s conclusion 
that ‘the chances are that ... the children of cotton mill 
operatives will in turn become cotton mill operatives to such 
an extent that an hereditary occupational group may be 
developed in the Southern cotton mill village” (p. 156). And 
to the extent that his conclusion is valid there can be no 
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doubt that the extensive welfare programs in many textile 
communities are failing in one important respect. 

As everyone interested in labor problems in the United 
States knows, a not infrequent accompaniment of extensive 
welfare programs is some organized method for handling 
grievances and for securing a degree of codperative under- 
standing between management and men in the whole field of 
industrial relations through a system of employee representa- 
tion or a so-called “company union.” In the South, however, 
such schemes have been chiefly conspicuous by their absence; 
and, so far as can be ascertained, have attained no outstand- 
ing measure of real success. Two of the better known plans, 
of the Durham Hosiery Mills and of the Dan River and River- 
side Cotton Mills, were modelled after the Leitch system of 
Industrial Democracy. The former was organized in 1919, had 
an initial period of fair success, and then was abandoned when 
the company got into financial difficulties in the first post- 
war depression. The latter was likewise organized in 1919 and 
seemed partially successful for about ten years. In 1929 the 
management found it necessary to draw upon its surplus for 
about three-fourths of the sum necessary to meet common 
stock dividend requirements. An unsuccessful attempt was 
made to induce the employee representatives to accept a 
wage cut of ten per cent through the machinery of the repre- 
sentation plan. Thereupon the reduction was forced through 
and made applicable to everyone in the organization from 
the president down. After nine months of delay, during which 
organizers of the United Textile Workers were sent to 
Danville by President Green of the American Federation of 
Labor, workmen were discharged from the mills allegedly 
because they joined the union, the entire welfare program of 
the company was withdrawn, and numerous mass meetings 
and demonstrations were held, the operatives finally struck 
on September 29, 1930. 

But long before this the dissatisfied workers at Danville 
had taken a step which the Mitchells believe ‘‘marks an 
epoch in the history of Southern labor.” Mr. H. R. Fitz- 
gerald, the president of the company, had posted a notice in 
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which he had stated that he was informed that paid organ- 
izers “have appeared in our midst,” that these organizers 
were a “lot of foreign agitators” interested primarily if not 
solely in mulcting dues from the operatives, and that their 
whole method of operation depended upon agitation and 
strife. The employees replied that the organizers had come 
in at their request, that they were American citizens not 
foreign agitators, and that “the American Federation of 
Labor is not here for strife or strike, but to organize the work- 
ers and do business in an orderly manner with justice to 
employer and employee.”’ To the Mitchells this reply indi- 
cates that some at least in the South have reached the last 
of what they characterize as the three phases of capitalism: 
revolutionary increase in production; elevation of laissez faire, 
with the accent on individual bargaining ; humanitarian revolt 
against exploitation in which the formation of labor unions is 
the most important item.* They and others have also inter- 
preted this strike and those at Elizabethton, Marion and 
Gastonia as emphatic refutation of the idea that the Southern 
mill worker is too docile to take any militant action toward 
ameliorating his conditions and increasing his wages. 

Possibly these judgments are entirely justified; more prob- 
ably they tend to exaggerate the significance of the events 
of 1929 and 1930 because they were written in the heat of 
the conflict. There have been other organizing movements 
and other groups of strikes which took workers out by the 
thousands. The Mitchells themselves, indeed, state that the 
1921 strike in the Piedmont area “proved once and for all 
that union action on a big scale is possible in the South.’ 

More important, however, than quibbles over the precise 
date on which “the worm turned”’ is the question suggested 
early in this paper: has trade unionism of whatever type 
anything of value to offer mill workers and their employers? 
And this involves a more clear-cut answer to an issue pre- 
viously raised: has the labor policy of Southern mill owners 
been paternalistic or autocratic? 


9. Cf. The Industrial Revolution in the South, pp. 151-153. 
1. Ibid., p. 181. 
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The record convinces the present writer that it has been 
both: paternalistic with reference to housing, religion, medical 
services, education, community work; autocratic with refer- 
ence to hours, wages, the determination of working conditions 
in general, and the adjustment of grievances. Moreover, he 
is convinced that the Mitchell brothers are correct in their 
judgment that of recent years the paternalism of the owners 
has tended to lose its earlier commendable characteristics and 
to become a cloak for their materialism. Honorable excep- 
tions there are in plenty, and in the foregoing there is no 
intent behind any direct or indirect criticism to imply that 
Southern manufacturers are unique in wishing to determine 
without ‘“‘interference”’ and without consultation with ‘out- 
siders,” or even with representatives selected from their own 
employees, the fundamental elements of the labor contract: 
hours, wages, and general working conditions. Scores if not 
hundreds of observers have pointed to this characteristic as 
typical of American employers. With reference to grievances, 
the usual reaction is first to state emphatically that there are 
none, that all the workmen are happy and contented except 
when stirred up by outside “agitators,” and then to say that 
if an individual employee can not reach a satisfactory adjust- 
ment of any difficulty with his foreman, it is understood that 
he is at liberty to take the matter to the superintendent or 
manager whose office door “is always open.” And coupled 
with this is the attitude, already noted in the language of 
the president of the Dan River and Riverside Cotton Mills, 
that the only real beneficiaries of unions are their officials. 

With thousands of American employers this attitude of 
determination to run their businesses as they see fit rests 
upon the honest conviction that they are better friends of 
their employees than the labor leaders; with others it is sheer 
hypocrisy; with the great majority it is probably founded in 
part on ignorance. And all of these factors are present among 
Southern mill owners. They know the history of textile mills 
in the South too well to forget the painful steps by which 
they have taken the dominating position in the industry from 
their Northern competitors. They remember the earlier days 
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in which the “poor whites’”’ thronged around the gates of the 
new mills, eager to work at any wage for long hours and with 
little or no questioning of the general working conditions. 
And so they know also that, granting the importance of prox- 
imity to their raw material, of cheap power, and of lower 
taxes, the basic reason for their victory has been cheap labor. 
Since they have no desire to lose this advantage, they have 
defended it by injunctions, strike-breakers, the use of local 
peace officers and of troops, and propaganda of various sorts. 

Unfortunately from any point of view, the fundamental 
causes of the outbreak of strikes three years ago, low wages 
and long hour schedules, have been forced into the back- 
ground. In the first place, there has been lack of unity in the 
organizing forces. The American Federation of Labor has 
worked through its constituent, the United Textile Workers; 
the Communists through the National Textile Workers. The 
mill owners have seized the opportunity, employed so suc- 
cessfully in the steel strike of 1919 and subsequently, to 
brand all union organizing activities as sinister Communistic 
plots designed to wreck established institutions. In textile 
communities this tactic has been particularly effective, not 
only because of the inherent conservatism of the South, but 
also because Southerners realize quite thoroly that the mills 
have been the chief agency in bringing them out of the poverty 
of the post-Civil War years. The policy of the Federation of 
Labor in attempting to induce employers to sign agreements 
with its conservative unions by warnings of the Bolshevik 
bogey have been particularly unsuccessful in the South. 
Secondly, such unfortunate incidents as the forcible ejection 
of Alfred Hoffman and E. F. McGrady, representatives of the 
United Textile Workers and the Federation of Labor, from 
Elizabethton, and the murder of Police Chief Aderholt in 
Gastonia created an atmosphere in which dispassionate anal- 
ysis of the situation was impossible. It is not at all improbable 
that the Mitchell brothers are entirely justified in suggesting 
that the Gastonia incident may prove as unfortunate for the 
progress of unionization in the South as the Haymarket riot 
was for the labor movement in general. 














SOUTHERN TEXTILE MILLS 737 


As for what trade unions may have to offer textile opera- 
tives there doubtless remain honest differences of opinion. 
To the writer they seem indispensable elements in securing 
for those operatives a correction of the most deep-rooted 
cause of trouble: low wages. The conviction of Southern 
mill owners, already noted, that such wages are the funda- 
mental basis of their position in the industry is too firmly 
established to permit advances in wages unless considerable 
pressure is applied. Moreover, the owners claim that the 
severe existing competition plus the potentially greater com- 
petition of oriental mills make it impossible to grant wage 
increases which their critics would be willing to admit were 
really adequate. The attempt to increase output per worker 
by the introduction of the multiple loom or “‘stretch-out”’ 
system, which requires each weaver to operate more looms, 
is generally believed to have been the immediate cause of the 
recent strikes. Tho increases in pay were made at the same 
time, there is considerable evidence that they were in no way 
proportionate to the increased work involved. 

In a system of private capitalism dominated by the profit 
motive there is no doubt that considerations of competitive 
advantage must be kept to the fore. And whatever one may 
think of the productivity theory of wages, there can be no 
doubt that the worker’s contribution to the value of the 
product he aids in making sets an upper limit to what his 
employer can afford to pay him over a period of time. But 
on the other hand, it seems that fifty years constitute a suffi- 
ciently long period for the textile industry in the South to 
outgrow the necessity for the “social subsidy” which it has 
been receiving. That the mill workers are better off than their 
tenant farmer and landless “poor white” progenitors is not 
denied. That they have yet attained a satisfactory plane of 
living, adequate educational opportunities, and a reasonable 
degree of participation in determining the conditions of their 
employment is emphatically denied. 

To the attainment of this more desirable situation an 
intelligently led trade union can contribute much. Its first 
job, and a tremendously difficult one, is to convince Southern 
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textile mill owners that a union can be constructive and coép- 
erative. Such a union would not oppose the introduction of 
more efficient machines or methods, but it would have its 
own industrial engineers, job analysts and similar experts 
who would be a guarantee that changes were introduced in 
a manner which would not create friction. In addition there 
would be set up a carefully planned machinery for the adjust- 
ment of the differences which are bound to arise between 
management and men. The interests of both parties would 
be observed. There would be no more of the method of the 
late Judge Gary of the Steel Corporation: “Just hang out a 
sign,” telling the men that so-and-so is now in effect; no 
more of the bottling up of dissatisfaction within the minds 
of the operatives until explosions became inevitable. 

In the minds of the great majority of American manufac- 
turers, and particularly those of the South, such a union 
probably seems only a figment of academic imagination, 
unrelated to the workaday world. And it is doubtless true 
that unions of the type suggested have been in the minority. 
But of recent years they have increased in number and 
importance so that there is already an appreciable literature 
on “‘union-management coéperation.”’ 

A careful examination of one of the latest contributions to 
this literature, Professor L. A. Wood’s Union-Management 
Codperation on the Railroads, should convince the most thoro- 
going sceptic of the possibilities of codperation. For those of 
us who have attempted through newspapers and magazines 
to keep in touch with developments of the plan the volume 
answers many questions. Just what is the technique of 
coéperation? What is the attitude of managers and men to 
the whole plan? Precisely what suggestions are made in the 
joint meetings? How are acceptable suggestions carried out? 
What contributions to efficiency have been realized? What 
is the effect of the plan on morale? To what extent does 
codperation increase regularity of employment? Previously 
available information in the form of statements or articles 
by representatives of the management or the unions, chiefly 
because of their brevity, have usually left the reader with 
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general impressions only. Chapters eight to sixteen of Wood’s 
book give the details, a close-up picture of the machinery of 
coéperation.” 

As is fairly generally known, the initial move toward a 
coéperative plan came from W. H. Johnston, president of the 
International Association of Machinists. Late in 1918 he met 
Otto S. Beyer, a mechanical engineer with experience in the 
steel and railroad industries, and soon after the two men 
became associated in what has come to be known as the 
“Baltimore and Ohio plan.”’ Beyer submitted proposals of 
a similar sort to Walker D. Hines, Director General of Rail- 
roads, in 1919 and secured his endorsement of them. Prob- 
ably because of the belief that federal control of the railroads 
would soon terminate, the federal managers did little in the 
direction of establishing coéperation. Further delay was 
caused by the business depression of 1921, the failure of the 
first carrier approached, the New York Central, to agree to 
the proposals of Johnston and Beyer, and the shopmen’s 
strike of 1922. Before the strike President D. Willard of the 
Baltimore and Ohio Railroad had shown considerable inter- 
est in the union proposals and after it completed an agree- 
ment covering them. Thus we see that the idea was fathered 
by a union president and a mechanical engineer and accepted 
by a progressive railway president in a spirit of mutual help- 
fulness which marks a long step forward from the riots cen- 
tering around the Baltimore and Ohio in 1877. In the nine 
intervening years the engineer has been probably the most 
important individual on the union side in securing for the 
plan the real measure of success it has achieved. 

Interestingly enough the scheme was introduced by agree- 
ment in the Glenwood shops of the Baltimore and Ohio, 
characterized by President Willard as the most unsatisfac- 
tory in the organization. But it is to be noted that nothing 
was done by executive fiat. In nightly meetings of the shop 
crafts locals, extending over weeks prior to the inauguration 
of coéperation, the whole plan was painstakingly explained 


2. See also O. S. Beyer’s summary statement in the Wertheim 
Lectures on Industrial Relations, Harvard University Press, 1929. 
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and the acceptance of it by the men secured. Similar meet- 
ings of all executives and officials who would have any con- 
nection with the plan were also held, and subsequently there 
were joint meetings of representatives of the two groups. On 
the solid foundation of these careful preparations coéperation 
was extended to other shops, to the whole Baltimore and 
Ohio system, and has been adopted by several other impor- 
tant railroads including the Canadian National. 

The coéperative suggestions which have come from the 
men cover a wide range of topics including purchase of new 
shop equipment, transfer of equipment, reconditioning, tool 
storage and issue, new construction, production control, 
equipment standards, salvaging and reclamation, ventilation, 
heating, lighting, and mechanical safeguarding. Literally 
thousands of such suggestions have been made, found practi- 
cable, and adopted. 

To date no accurate method of measuring the material 
gains from coéperative action has been evolved, but there 
seems general agreement that they are substantial. Moreover, 
it is interesting to note Wood’s observation that “‘.. . rail- 
road management has generally been ready to admit, that 
the companies receive more lucrative returns from practices 
of codperation than do the men” (p. 235). To some extent, 
then, codperation has failed to reach one of the objectives it 
set for itself: an equitable apportionment of the gains there- 
from between management and men. But perhaps this would 
not be a vital objection to some of the Southern textile mill 
owners! 

On other aspects of union-management codperation Wood’s 
conclusions, tho cautiously stated to be “provisional,” are 
generally favorable. Morale has been improved, workers have 
received more stable employment, wage negotiations have 
been conducted “with much less acerbity than formerly,” 
and friction of all sorts materially reduced. 

Consequently there seems little room for doubt that some 
of the principles and practices of union-management codper- 
ation as exemplified on North American railroads could prof- 
itably be adopted by Southern mill owners. And, of course, 
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the railroads and the shop crafts are not the only sources of 
valuable ideas for improving industrial relations. From the 
experience of Hart, Schaffner and Marx and the Amalga- 
mated Clothing Workers, of the Rocky Mountain Fuel Com- 
pany and the United Mine Workers, of the National Council 
on Industrial Relations for the Electrical Construction In- 
dustry of the United States and Canada, of the International 
Joint Conference Council in the closed shop division of the 
book, periodical and job printing trades, and of other codp- 
erative activities of management and men in the cloth hat 
and cap, tapestry and carpet weaving industries much can 
be learned. Finally, if it is objected that the textile industry 
is “‘different”’ and that the unions in it are of an obstructive 
character, it should be noted that the American Federation 
of Full Fashioned Hosiery Workers has pledged itself ‘to 
encourage capacity production” and to give ‘‘ quality service” 
where management is willing to recognize it as a constructive 
element in the trade and to grant favorable conditions. More- 
over, the United Textile Workers have likewise turned to the 
“engineering approach”’ and have worked out a codperative 
plan with the Naumkeag Steam Cotton Company of Salem, 
Massachusetts. Under the agreement a technical engineer 
with broad supervisory powers has been engaged and the 
workers are consulted regularly on the establishment of 
standards. The problem of the “‘stretch-out”’ system seems 
to have been successfully met. The employees have agreed 
not to interrupt production for a period of sixty days in case 
of a serious dispute in order that a thoro attempt to settle 
such dispute may be made. The company has obligated 
itself to pay relatively high wages and to provide regular 
employment to the best of its ability.* No small part of 
the value of these experiments lies in their revelation of some 
of the things to be avoided. In general, however, they demon- 
strate that real progress in union-management codperation 
has been made and that some unions have much to offer both 
employee and employer. 


3. Cf. Wood, Union-Management Coéperation on the Railroads, pp. 
304-305. 
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For reasons already brought out the writer is under no 
delusions as to the difficulties in bringing Southern mill 
owners around to an adoption of the principles of union- 
management codperation. Recent events indicate, however, 
that some changes in labor policy will have to be made. Pos- 
sibly they will ke postponed by the introduction of Negroes 
into the mills as operatives. But made the changes surely 
will be. No group of workmen, white or black, will tolerate 
indefinitely all of the handicaps and disabilities which result 
directly and indirectly from the existing unsatisfactory indus- 
trial relations in Southern mills. Nor will public opinion 
continue to tolerate this situation indefinitely. Perhaps some 
of the needed changes will be brought about largely by the 
pressure of public opinion, as was the abolition of the twelve- 
hour day in the steel industry. Before all of them are secured, 
however, in industry in general as well as in textiles, there 
will have to be considerable modification of the extreme em- 
phasis upon the profit motive which has so long characterized 
capitalism. For only as industry substitutes for considera- 
tions of profit considerations of social service in the broadest 
sense will the advantages of more democratic labor policies 
come to be appreciated. 


Cuarutes A. GULIcK, JR. 


University oF CALIFORNIA. 
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